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The Urban Mass Trahspor tat ion Administration (UMf ft) is a 
division of the Ui^Si Bepartment of Transportation responsible for 
assisting urban centers modernize and expand their public transit 
systems. Due to the limitations on Federal financial resources^ 
UMTA has encouraged local transit agencies to design innovative 
programs which foster private sector financial participation in 
transit system developments. One such initiative is the 
promotion of commercial real estate development projects in and 
adjacent to trans i t fac 1 1 i t ies ^ as a meishs of generating 
additional revenues to defray part of local transit agency 
operating cost. fr ans t t-rela ted real estate development, or 
joint development, provides unique financial benefits for 
investors and equity owners^ whether from the public or private 
sectors. 

Two critical premises underlying the equity ownership 
opportunities of joint development projects guided the 
preparation of this manual. 

First, joint development projects yield financial and 
social benefits to both the public and private sectors. For the 
public sector, joint development projects generate an income 
stream to supplement the financial resources necessary to 
maintain and operate mass transit systems? they also help to 
revitalize the physical environment around a transit station, 
stimulating neighborhood and urban redevelopment. For the 
private sector, joint development projects offer the opportunity 
to integrate commercial real estate development projects into the 
public transit infrastructure system therefore reducing risks and 
uncertainty vhile increasing financial returns over the long 
term. 

Second, disadvantaged business entertsrises (DBEs) ^ defined 
as minority and women owned firms and minority/women 
entrepreneurs, have not participated as fully as possible in the 
equity ow ners hip opportunities offered by joint development 
project sT — in part, this fact stems from DBEs' lack of awareness 
regarding the ecjuitv opportunities available, and their lack of 
knowledge of the trinsit-related real estate development process, 
ftdditionally, public and private sector decision-makers often 
assume minorities and/or women are unable to participate as 
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equity owners because they are not knowledgeable about the 
financial and technical aspects (i.e. financial packaging^ 
syndications^ legal, development management ^ leasing, etc.) of 
multi-million dollar tf ahsi t^lrelated real estate development 
projects. This elitist attitude creates an adverse environment 
in which local minority communities feel disenfranchised from the 
urban revitalization which their tax dollars supporti Even more 
important, they are excluded from the opportunity to be 
entrepreneurs within the American free enterprise system. 

This situation is unnecessary. Local transit agencies can 

cease to support unwritten policies which relegate DBEs' joint 
development equity ownership participation to weak and uncertai n 
local market areas, or which offer DBEs only token equity 
participation in the financial opportunities of jojnt development 
projects. Local transit agencies have the capacity and the 
responsibility to pursue policies with DBE's, private sector 
developers, and leridirig ihsti tut ions which establish and accent 
DBEs as equal equity partners in rebuilding the Nation's cities. 
To achieve, _this partnership^ between DBEs and local transit 
agencies, DBEs mustalsb accept responsibility for learning about 
transit-related real estate develbpmerit opportunities. DBEs must 
learn about joint development if they want_ to participate in the 
process. They mustalso know about the financial analysis of 
transit-related real estate development opportunities. 

Most important, DBJls must develop their own pools of equity 
capital by exploring creative ways and technicjues for attracting 
investment capital from the minority/ women's business community 
and the mi nor i ty comihuni ty in general. They mo^st derive 
strategies for educating and encouraging minor ity communities to 
invest a portion of their income in long term wealth creating 
real estate investments. As a beg i riri i ng ,wel iestabl i shed DBE 
developers and investors should concern methods for pooling their 
financial and technical resources in pursuing joint development 
opportunities. The success of such ehdeaybrs wi 11 provide the 
credibility to attract minority arid ribri-minority capital. 

Public arid private sectbr cooperation is also critical in 
maximizing DBE equity ownership. The public sector must 
establish pbl icies which act iveiy encourage and solicit the 
participatiori of DBEs in all forms of ecjuity ownership, be it as 
owners/dpvelbpers or limited irivestors^ These public policies 
must be_implemerited and morii tored through strategies which insure 
that DBEs can access the lorig-term financial benefits of transit- 
related real estate developmerit projects. 

The private sector must also overcome the stereotyped 
perceptibri that DBE equity partners are a burden or liability. 
Rather, DBE irivblvement iri joint development projects can offer 
majority developers added mariageriai experience and solid 
firiancial resources; exper ienced DBE developers are available 
and minority investors have money which is as good as 
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anyone's. And, minor ity part icipat ion in joint developments can 
leverage political support from the minority community for well 
conceived transit projects^ 

The primary purpose of this manual^ then r is to promote 
increased equity ownership participation by DBEs in transit- 
related real estate development. Its method is to introduce DBEs 
to the benefits and risks of commercial real estate d(Bvelopment 
arid the specif ic requirements of joint development projects. 

Designed as a sel f-teachirig guide, the manual describes the 
unique characteristics of joint development projects. The process 
underlying joint development is explained in detail wLth special 
attention paid to part icipant roles and policies. The manual 
also provides the reader with a basic introduction to personal 
financial planningr so each interested DBE can evaluate his/her 
financial readiness to pursue eqo^tty ownership opportunities in 
joint development projects. The manual provides the reader with 
an analytical framework in which to apply the technical tools 
commonly used in analyzing a t r ans i t ^ r e 1 a t ed real estate 
investment opportunity. Case studies will also be presented to 
highlight some of the key issues assoc i ated with the unique 
aspects of joint development projects. ✓ 

The manual should be useful to: 

1. DBEs interested in transit-related real estate investment 
bpportuhi ties * 

2. DBE developers and investors interested In ownership and 
business opportunities associated with public mass transit 
projects. 

3. Local transit agency divisions whose responsibility it is to 
assist in the identification and promotion of minority business 
opportunities. 

4. Developers and lending institutions interested in joint 
development ventures with DBEs in transit-related real estate 
opportunities. 



ottpmeiiE 



UMiJimiwiiinir m owhbkhip onponuNmB in 
TRMBir-RurD mu snn DivnoPMeiif pmueoi 



OYBrVliW 

The purpose of this chapter is to introdoce DBEs tc the 

concept of transit-related real estate development (i.e. joint 
development). Emphasis is placed on understanding joint 
development as a real estate product and a public policy process. 
The financial benefits of equity ownesrship in joint development 
projects are stressed. The chapter concludes with a discussion 
of the traditional barriers limiting effective DBE equity 
participation in joint development opportunities. 
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I. WHAT IS JOINT DEVEtOPNEMT? 



Joint development refers to the planning and implementation 
of an incom e prodaclng real estatig development which is adjacent 
to or physically related to an existing or proposed public 
transportation facility (e.g. Metrorail transit station^ Kiss a- 
Ride Facility, bus transfer facility, etc.)._ Joint development 
can take a variety of forms. A joint develbpment project may 
involve a multi-ievei commercial complex consisting of retail, 
entertainment, housing and of fice space ihtejrated with a rapid 
transit facility. in other cases, a_ joint development project 
may involve a commercial complex built over the air rights of a 
transit facility. 

Several important elements of the above^ definition should 
be noted by DBEs new to transit-related real estate development. 
First, joint development is a unique form of real estate 
development, in that public transportation investments are 
integrated with private land development investments. in most 
joint development ventures both the private and public sector 
participants share in the costs and financial benefits. Private 
sector participants are concerned with issues of financial 
feasibility and return oh private investments. Public sector 
participants, in addition to f i nanc i a 1 r e tu r ns , are also 
concerned with matters such as increased ridership, expanded job 
opportunities, broadened tax bases and physically attractive and 
highly utilized station areas. 

Second, joint development projects require a high degree of 
cooperation amongst public sector agencies and between these 
agencies and private sector participants. Unlike convent ional 
real estate development where there is usually an "arms length" 
relationship between the public and private sector, ioint 
development requires the active participation of both. In joint 
development ventures the public sector is an active participant, 
assuming some of the costs, risks and benefits inherent in a 
specific pro ject developmehti The degree of public and private 
sector cooperation varies from project to project depending on 
the functional^ financial and legal arrangements entered into by 
the various participants. Regiardless of the level of cooperation 
involved, joint deyelopmeht projects comi into being only after 
the separate concerns and objectives of each participant are 
acknowledged and negotiated around some common ground. 

Third, and perhaps most important to bBEs new to real 
estate investments, the pi^blic character of joint development 
projects does not obviate private real estate standards of 
financial feasibility, ftlthough the public sector may share in 
some of the costs and provide financial and non-financial 
incentives, the feasibility of any joint development venture is 
mostly determined by market forces. DBEs and minority 
entrepreneurs interested in joint development ventures must 
evaluate those market forces carefully for they not only 
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II. EXAHPLES OP DBE EQUITY PARTICIPATION IN JOINT 
DEVELOPMENT 

Although examples of DBE equity ownership in "loirt 
development projects are few, some examples 60 exist in various 
ho ^^^^^^^^ development efforts vary 

ZLi^SU public sector arrangement and private sector equity 
nnh???/«^' projects are designed to combine 

public/private resources to increase transit ridership, augment 
revenues to the public sector and provide a reasonable retuf^oS 
investment to the private sector participants. Among thes^ 
examples of DBE equity ownership in joint development p?ojectJ 

• EXAMPtE A 

I" this particular joint development 

project, the local transit agency owned and 
controiied the development site directly above 
a downtown underground metrorajl transit 
station. In preparing the request for 
proposal (RPP) for this development site, the 
transit agency iricluded in the bid 
specifications the policies of the Board of 
Directors regarding DBE participation in joint 
development projects. One element of the DBE 
plan required a goal of fifteen (1^5%) percent 
participation by minorities/women in the 
equity ownership of development projects. 

. 0"® c)f the city's most successful non- 
minority deyelbpers, in ah attem^pt to comply 
with these DBE goals, approached five minority 
attorneys to seek their participation as 
general partners in responding to this 
upcoming solici tation* An agreement was 
reached in which the attorneys initially 
received twenty-five (25%) percent of thf 
equity on the project for their professional 
services and risk capital contributions. As 
for the developer, he received 25% equity, 
develojsment fees and management fees. The 
remaining 50% equity Was syndicated for 
capital contribution from limited partners. 
The proposal was developed and submitted by 
the developer. The general partnership was 
successful in obtaining the "development 
rights" to: the site. The transit agency was 
guaranteed four (4) percent of the project's 
effective gross income. 
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fwenty-^twd (225 months later^ the vacant 
joint developmeht site was transfbrmed into 
110,000 Sifi of commercial office space, 
46,000 s.f. of retail space and_80r000 s.f. of 
parking^ Unable to meet the additibiial calls 
for cash during the leasing up per iod, the 
attorneys ended up witii twelve (12%) Percent 
of _the equity and the developer (meeting his 
cash call contributions along with those of 
the attorneys* portions) ended up with 38% of 
the ecjuity. 



# EXAMPLE B 

The local redevelopment authority of the 
city owned the joint development site above an 
underground metrorail transit station nfar 
downtowni The property was purchased with 
public monies (i.e. Federal urban renewal 
funds), which allowed the city to require the 
local redevelopment authority to include a 
thirty (30%) percent participation by 
DBE investors in equity ownership of the 
proposed joint development project. 

A minor ity developer experience din 
commercial/retail buildings under two million 
dollars joined his talents with three minority 
invest o^r s • Together, they solicited the 
participation ^f one of the city's major 
non-m i noj- i ty developers to pursue the 
"develoj>meht rights" to this particular 
development si te. In their agreement, the 
m ijio r i ty partners provided all the risk 
capital and ecjuity capital contributions for 
75% equity in the project* The non^minority 
developer provided all construction phase 
guarantees and operational deficit guarantees 
for a development fee, management fee and 25% 
equity in the project* 

This development entity* was successful 
in obtaining the "development rights" to the 
site. The local redevelopment author! ty was 
guaranteed three (3) percent of the effective 
gross income. Twehty--four (24) months later. 



♦'"Refer to Chapter I, Section IV for a complete definition of 
"development entity". 
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the site possessed a 350 room hotel _and 55,000 
sif; of retail space and 94,000 s.f. of 
parking. The general partnershij) equity 
arrangements remaihed unchahged. The local 
redevelopment authority received all land tax 
increments above the city appraiser's 
valuation of the project site. 



EXAMPLE C 

_ This joint development project emerged 

from local transit agency development policies 
v?hich^ actively promoted the use of transit- 
related real estate development to stimulate 
economic growth in weak and uncertain local 
markets. To this end^ the local transit 
agency identified community bc(Sed non-profit 
community development corporations (CDC) to 
act as the transit agency's private sector 
partner in the development of selected joint 
development projects in weak local markets. 

Phi local CDC was g^iven a grant of 
$150,000 to prepare a development proposal for 
the site. The CDC joint ventured with an 
experienced minority developer. in their 
joint venture agreement, the CDC would 
contribute $6,000,000 of equity capital from 
local, state, and Federal grant and loan 
programs and receive 80% equity ownership of 
the project. The minority developer was to 
provide all construction and operational 
deficit guarantees in the first two years of 
operation in exchange for a development fee, 
management fee and 20% equity ownership of the 
project. 

The development plan for the site called 
for 110,000 Sifi of commercial office soace, 
60,000 s.f. of retail space and 250^000" s.f. 
of parking (kiss and ride). The local transit 
agency approved the development plan. Twenty- 
four (24) months later the project was built. 
The transit agency receives five (5%) percent 
of the net cash flow from the commercial 
facilities and seventy-five (75%) percent of 
the net cash flow from the commuter parkina 
facility. ^ 
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Ill; FRAMEWORK FOR JOINT DEVELOPKEHT 

From the above examples of DBE equity ownership in. joint 
aevelopii'ent. it is apparent that, there are a variety of ways for 
DBEs to access equity opportunities^ It should also be noted 
that these equity opportunities Were not created in a vacuumi 
Rather, these opportunities were the direct result of public 
policies and specific implemehtatibn plans which promoted DBE 
equity participation and private sector real estate investment 
decisions which were responsive to local market conditions. In 
order to place these public and private sector dimensions of 
joint deveiopmeht into a workable framework for analysis, DBEs 
are encouraged to examine joint development from two distinct but 
complementary perspectives: Joint development as a "process" and, 
joint development as a "product". 

AS a "process", joint development requires a high degree of 
coordination and cooperation between the public f^nd private 
sector. UMTA's Office of. Grants' Management defines ^oint 
development as: 

ft process through which public transporta- 
tion investments are coordinated with 
private land deveiopmeht investments so 
that they will generate a maximum stimulus 
to economic develo p m e h t and urban 
revitaiization. Joint development occurs 
when the public and private sectors work 
cooperatively in the planjiing, financing 
and construction of development projects 
adjacent to and integrated with transport- 
ation facilities. 

Joint development involves fundamental issues of property 
rights, jurisdictional boundaries and the interplay of market 
forces on investment decisions and incentives heeded to attract 
the private sector's participation. In the language of 3oint 
development, planning and development policies encompass all 
those pre-development activities and decisions of a local transit 
agency or other public agencies necessary in "packaging" a ^oint 
development opportunity for private sector participation. These 
pre-development activities provide the deal-making environment in 
which the public/private sector participants will enter into 
formal financial and legal agreements. Chapter II is dedicated 
to a detailed discussion of joint development as a "process". 

The second perspective examines joint develop>men t as an 
investment leading to a real estate "product". According to this 
perspective, joint development is essentially an income producing 
real estate investment which is physically and functionally 
integrated With a public transportation facility. _Such 
integration is designed to maximize the economic returns of the 
project to both public and private sector participants. 



^. . . :Translt--rela^ea real estate development projects are 
""°®^taken when p^.^g^.^ q^^^^^. participants are convinced ^-hat a 
reasonable rate of return oil their ihvestSent is feasible. A 
transportation facility can change the specific market condition 
^''f *,.Pf'^''*^'^l -' 3oint development, venture by improving the 
potential uses and economic returns of the venture. However, the 
transportation component, in and of itself, can in no way 
substitute for the intrinsic marketability of a proposed project. 
This point is particularly important when one considers that most 
transit systems have been traditionally designed to transport 
people rather than maximize the economic development 
opportunities at each station or stop. The underlying investment 
considerations of loint development as a product are discussed in 
detail in Chapter m. 

^^he importance of Viewing joint development as both a 
E|£%ess and a product is beneficial in formulating DBE 
strategies. In attemptinci to work with the local transit agency, 
DBEs must be aware that they are dealing with decision-makers 
whose policies must be responsive to local political and fiscal 
priorities. Cqnsequentlyr DBE strategies designed to improve and 
secure access to DBS equ i t y o wne r sh i p opportunities must 
recognize and address these political realities. 

. ?i'"1^3'^iy? when addressing the product dimension of joint 
development, DBEs must be sensitive to those factors which lead 
to making prudent real estate investment decisions. DBE 
liJ^J^^ for pursuing equity ownership opportunities must 
address the financial impact of decisions both on DBEs and their 



iV. BENEFltS OF DBE EQUITY PARTieiPlkTieN IN JOINT DEVELOPMENT 
PROJECTS 



Equity participation in t r ans i t- r e 1 a ted real estate 

development projects is very much like owning part of a business, 
in the early years of the business venture, various tax 
deductions, tax credits and operating losses are craated in 
excess of income by the business. Owners/investors can apply 
their share of these losses against their own income, thus 
lowering their tax bill. As the real estate venture develops, 
and as it becomes successful, the owners/investors are entitled 

S^.*:^' f?^"^ "/nn"^^ .P''"^^''^* """^^ cases, this income is 

partially or filly sheltered. Since tax benefits of real estate 
projects are__greatest in the initial years of ownership, this 
tax~fayored benefit is reduced over time. Then, generally the 
fif / P'^"^^^ ' refinanced or sold and the net proceeds 
distributed to the owners/investors; 

. , Before expanding on the benefits of equity ownership in 
3oint development projects, let us examine the definition of 
owners/investors" in a real estate development venture. The 
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dwne r s/ 1 n ve s CO r s _ojc a reai escapes jt^xujcw u o lc wj.>^cwi-j.j 
responsible for the management and day--to-day decisiori-"makin^ on 
the project and are commonly referred to as the "development 
entity". In most commercial income producing real estate 
development ventures^ this development entity consists of a 
developer* or a developer and a group of initial joint venture 
investors* 

Since this manual is primarily directed 
in participation as active equity owners in 
transit-related real estate development 
Development Entity is defined as follows: 

A DBE Development Entity** is the initial 
g r o u jj of _m in 6 r i ty and/or women 
entrepreneurs and/or small business firms 
owned and controlled by minorities or 
women who xixoiabine their managerial and 
financial resources into a legal entity to 
pur sue th^e "development rights" and 
ownership ofajoiht development 
opportunity with the stated intention of 
earning a ££aXi-^ and r eta^i hi ng an equi ty 
interest in the project. 

This definition is in accord with the definition of a DBE 
setfofth in U.S. Department of Transportation regulations under 
49 CFR Part 23. Howeverir_ this definition of a DBE development 
entity does not imply or suggest that DBEs restrict particip|itipn 
in an equity ownership opportunity to only DBEs. Rather^ it is 
imperative that DBEs formulate a strategy for organizing a 
development entity whi ch cqmpiements the resources and 
capabilities of DBEs with the talents and experiences of non-DBE 
developers, consultants and investors. 



to DBEs interested 
the management of 
projects^ a DBE 



* The developer is the lead person in the development entity who 
conceptualizes the project, organizes, coordinates and supervises 
the sources of capital, labor, and material throughout each phase 
of the project from beginning to end. the developer hbrmally is 
ah equity participant in the development entity but npt 
necessarily. Irrespective of the developer's equity position in 
the development entity, he/she will usually expect to earn fees 
in addition to their equity return. 

** CbmmUnity_based non^profit comihuhity development 
cbrpbratidns (CDC) can and do plaj^ the role of the "qBE 
develbpment entity" in joint development projects. The major 
difference between a CDC and a conventional business/entrepreneur 
is that the CDC must reinvest its profits back into the 
community's economy whereas a business/entrepreneur's profit has 
unrestricted use. 
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^^,,^1 . ^ variety of "participation options iS a 

development entity. First, a DBE, based oh his ^rofelsioni! 
rtSn^ni^ f^i^^^'^^^l^ 5e the developer or general partner 
^oS«n/^ nol"^ '"'E'^*''"''' "^^anizing, and managing the proje^ti 
Secona, a DBE may choose to be a limited partne^, i.e. an initial 
investor in the pro:iect who hopes to receive a higher return on 
his/her investment but chooses to limit his/her participation ih 
the management and liability of the project. Third, a dIe 
J'so'^f^*""^® ''®^|''=f his/her financial risk in the project and 
therefore reduce his/her financial return by waiting to invest in 
limi?Il^li^'^""V' "^P^^^ect is unde.rway'^Ci.e. another TcTrm of 
^nct- h1 -K ^^""^ DBE participant in the development entity 

and nlr.«n.i ^^l^^^^^iVbest fuits his or her managerial skills 
and personal finanrial objectives (refet to Chapter Three). 

Fthahcial Benefits 

. Since^transit-related real eitate development involvei 

fi2nI?*%cPlv..*i''^"^ commercial projects, there are financial 
benefits that can accrue to a DBE "development entity" and its 
investors. In general, the financial benefits accrue to the 
equity owners by maximizing income from the following sources! 



• cash Plow - The income generated after cash 
expenses and debt service have bean paid out. 

• Tax Benefits ~ The sheltering of otherwise taxable 
income. Tax benefits are generated through 
depreciation or payment of interest oh debt. 

• Appreciatioh - The increase in the market value of 
a property, which is largely attributable to 
increases in cash flow resulting from increases in 
rents or other sources of income. 

• Equity Build-Up ~ The gradual increase in equity 
as the mortgage on the property is paid off. 

• Deveiopment/Manageinent Fees - These fees are 
nor maiiy paid to the member or members of the 

development entity" who are responsible for 
managing the project from concept, design, 
financing, construction, and during the operation 
of the project. The amount of these fees is 
negotiable among the participants. 

_ _ A fuhdamental quality of the financial benefits generated 
by _inc^oroe-producing properties (such as joint development 
proDects) is that not all the benefits accrue at the same^time 
f,. ^5® ^^^^ proportion to members of a DBE development 
entity. in part, the level of benefits accruing to members of a 
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development entity aeperid s on thei r level of financiai 
contributiorir financial benefit structurer and the ownership 
structure of a project. 

With the exception of deveiopment/management fees, non- 
project mahagihg investors (i.e. limited partners) also obtain 
financial benefits in the form of cash flow, tax benefits^ 
appreciation and equity build-up. Agairtr the level of these 
benefits depends on the level of f i nanc i c ' co n t r i bu t i on , 
financial benefit structure arid ownership struct ^re of a project. 

B. Reduction in Financial Risk 

Equity ownership in any real estate project is a business 
decision to maximize investment re3 ative to risk. it is this 
aspect of "risk reduction" which identifies transit-related real 
estate developmerit as a unique opportunity for DBEs. Joint 
development offers a sing^ular benefit in that the local transit 
agency accepts the initial business risk of preparing the joint 
development site for equity participation. Under ideal 
ci rcumstancesr a li:)cal trarisit agency (1) identifies the site; 
(2) acquires control of the "development rights" to the site; (3) 
undertakes special studies to determine the marketability of the 
site; (4) coordinates^ to the extent possible, any zoning 
requirements and obtains public approval for the_ site; and (5) 
provides financial arid nori--f inancial incentives to attract 
potential developers and investors to develop the site. 

In other words, the local transit agency is offering the 
DBE developmerit entity a "packaged real estate investment 
bpportuni ty**. His of her level of initial financial risk is 
reduv-:ed. The developer is riot required to invest "risk capital"* 
during this pre--developmerit phase. All of these pre-deveiopment 
activities take considerable amounts of money and time which 
represent a cost savings to DBEs in the form of redtaced 

uricejrtairity arid reduced financial risk. It is^ however , the 

developer's task to evaluate the results of the pre-deveiopment 
activities uridertakeri by the local transit agency. if, based on 
this evaluatiori, the DBE development entity is satisfied that 
there is a reasonable financial opportunity, it is at this time 
(arid not before) that the DBE development entity jnust expend 
their "risk capital" to prepare a competitive proposal to comply 
with the criteria set forth in the transit agency RFPi 

Other unique risk reduction benefits are the incentives 
which the transit property provides to increase a development 

*^i[i¥fc"eapitar"ti defined as the money heeded to bring a project 
coricept to the point where institutional lenders and other 
investors are prepared to invest their financiai resources to 
construct the project. Prior to this point, the initial 
development entity has no guarantee that the project will obtain 
financing. 
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entity's chances for market success. . Several types of risk 
reducing incentives can be employed by a public sector agency 
depending on prevailing inarket conditions ~~ strong^ uncertaini 
weak ~~ and the overall purpose of a project. In a strbng 
market, public sector incentives might hot be neededi To the 
extent they are provided, such incentives might be limited to 
assistance with land assembly or the provision of specia) zoning 
designed to increase the amount of rentable space in a project. 

_A joint development project undertaken in what is 
considered a weak market may call for more direct public sector 
financial involvement. In such cases, a public sector agency may 
provide incentives which substantially reduce the risks and costs 
associated with a project, and which may facilitate lender 
financing. Among the types of public sector incentives 

applicable in a weak market situation are land writedown, tax 
exemptions and graduated leasing arrangements. 

_ Although roost local transit agencies establish procedures 

for evaluating joint development proposals well in advance, some 
incentives deemed necessary for project feasibility can be 
negotiated. it is important that such incentives be recognized 
early in the process and negotiated prior to the issuance of a 
prospectus by a local transit agency.*^ 

C. Hahagemeht Participation/Control 

, _^ Equity ownership in joint development ventures allows a DBE 

devreaopment entity to participate in the management and decision- 
making of the project during planning, constructing and 
operation. This type of participatory equity ownership in 
transit-related real estate development projects allows DBEs to 
exert influence as to who gets the most lucrative and prestigious 
contracts during the planning, design, financing, construction 
and operation of the project. Minority ownership implies 
opportunities for other minority businesses^ 

Heretofore, DBE opportunities in the majority of joint 
development projects throughout the country have been restricted 
to the low skill, labor intensive type of subcontracts. There 
are, however, qualified minority/Women professionals in every 
major ^U.S.^city most capable of being the project attorney; 
project^^architect, prime contractors, commercial leasing agent, 
etc. The propensity to limit DBE participation in transit 
pro3ects__ to ^non-professional business opportunities can only be 
adequately changed through accessing the private sector decision- 
making process. The price for this access is equity ownership in 
the development entity. i j . f > 



*This^point_cannot be over-emphasized. Attempting to Rigbtiate 
non-f inancial and financial incentives after the joint 
nnn^i^Sof"*" Request for Proposal (RFP) is published may result in 
non-compliance with the RFP. 
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Once DBEs are active participants of the developinent 
entity? they are in a position to participate in the manageinent 
decisions as to who gets hired. In sum, DBE equity participation 
in joint development ventures can have a multiplier effect 
beneficial to other DBEs traditionally unable to access premier 
business opportunities needed to implement a joint development 
project. 



V*. BftRRIERS_ TO DBS EQUITY PARTICIPATION IN JOINT 
DEVELDPMEHT 

Historically^ equityparticipationby DBE sin joint 
development has been limited^ which means that DBEs have been 
excluded f romparticipation in an enterprise which offers a prime 
opportunity for Ibng-^tefm creation of wealth. Many factors 
accburit for the low level of DBE equity participation in joint 
development projects. Among the most common barriers affecting 
DBE participation in joint development ventures are: 

1* Lack of Risk Capital 

Despite the fact the local transit agency has incurred all 
the pre-development cost {i^e. land acquisitibnr highest and best 
use studies, etc.) and financial risk^ substantial sums of money 
are still needed for the private sector to properly evaluate and 
develop a real estate opportunity into an ecbhbihically feasible 
projects Since there is no guarantee that the investment of 
capital in the design of a "development plan" will result in 
obtaining the "development rights" to aparticular joint 
development site, this investment capital falls under the 
category of "risk capital". Ahdr it is this lack of risk capital 
which has been a major obstacle to many DBEs interested in joint 
development opportunities. 

This heed hot be the case. The pooling of financial 
resources by DBE developers and investors is possible and an 
absolute prerequisite in playing the real estate development 
game. The key is to identify DBEs who can build a capital pool. 

_. Si^veh the magnitude of joint development projects it is not 

uncommon to have as mnch as $100,000 to $300^000 tied-up in risk 
capitaii While ij:^s important to have all the commitments from 
the initial in^vestors secured^ ail the capital heed hot be 
expended at once. RathejTr these funds can be spent in progressive 
steps as the project feasibility is assured^ At any time in the 
evaluation process^ when i^t is determine^ tjjat the project is hot 
feasible^ furtjier commitment of funds can cease. And since this 
initial risk capital is capitalized as part 6£ a legal business 
entity^ any losses can be passed on to individual investors as 
tax deductions on their personal income tax. 
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2. Lack of Equity Capital* 



_ Given the multi-milliojni doJLlar development costs of joint 
development pfojectSr there is often a necessity to raise 20% to 
30% equity ownership capital to meet the requirements of 
construction and permanent lenders^ Although this is a problem 
faced by any person involved in transit-related real estate 
development^ it is one which particularly affects iDBEs. Minority 
investors in many instances do hot have this level of equity 
capital andr most important, when they go out to seek additional 
equity capital they must often give up a substantial portion of 
ownership to outside investors who have hot taken the initial 
risk • 

A solution is to anticipate the equity requirements of 
potential lenderSi Once this has been accomplishedr it is useful 
to identify contingent sources of equity capitals Great care 
must be exercised to structure ownership participa^tion^n such a 
way that contingency capital is incorporated into the project 
without substantially diluting DBE ownership position throughout 
the life of the project* 

3. Lack of Ekperiehee in Real Estate Development 

The lack of a track record in a multi--mi iiion d^ 
estate development is a barrier difficult to overcome. Having no 
track record usually means that the DBE lacks knowledge of the 
unique requirements of joint deyelopmejit p^roje^ctSi However r jnany 
outstanding real estate development efforts have been 
successfully car ried out by Indlylduais with little or no 
previous experience and usually against great odds. 

She viable solution to this lack of experiehce is to 
organize a development entity which includes participants with 
major real estate experience In similar projects. A development 
entity must have credibility and experience j^rojects 
if it is to attract the equity investors jiecessary to meet the 
financial requi rem^ents j)f long-term lenders. Without this 
credibil ity and experience^ success is possible but not probable. 

4. Lack 6 £ Knowledge in the Technical and Legal Aspects of Real 
Estate Development 

R e a 1 e s t a t e d e v e^l op m e n t is no t a pass i v e i n v e stment. It 

requires that DBEs commit reasonable amounts of time to learning 
about new a^d often highly technical terms and practices which, 
once mastered, are very useful. Although there is no quick 



♦ Equity capi tal is def rned as "cash" derived from an owner's 
personal assets. This type of capital is used to buy ownership in 
the project, it is used as "risk" and "operating" capital. 
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solution for overcoming this bajrrier some cities h^ave qaasl 
public r^s^ur ces wh i ch might be of assistance to DBEs in 
mastering the technical aspects of reaj. estate developmenti 
Among these resources are transit ageticie^j planning cojnmissions 
and devjrlopment council's seminars on the co-development real 
estate process. Additionallyr many privat^ sector businesses and 
schools speciaj.ize in real estate investment and financial 
planning courses. Idehti f y and use all available resources. 

5. tack b£ Knowledge ftbotit How the Political Process Underlying 
Joint Development Works 



The joint development process can present ^nsurm^juntable 
dif f icu^lties ^f DBEs do not understand how transit agency 
development policies affecting minojri ty /wo me n equity 
participation are formulated and/or can be modified. Get to know 
the local transit agency Board of Directors and staff. Read 
their policies. Participate on task'^f orces, etc. 

6. Lack o£ Minority Organizations 

DBEs lack organizations and spokespersons knowledgeable 
about transi t^^related real estate development. Remember that the 
local transit agency is a public entity responsible to the 
ci tizens , and therefore responsive to the local political 
environment. DBE part icipat ion in joint development is a local 
issue which, must be negotiated between the local transit agency 
and the DBE community. UMTA affirmative act ion regulat iohSj 
although clear in their intent^ must be "actualized" at the local 
lev6l«^_DBE leadership and organization are essential to unite 
the DBE community oh key transit issues*^ One of the most 
effective methods for assuring that DBE equity ownership 
fequiremehts are included in joint development programs is to 
identify and support key membersof the Transit Board of 
Directors who advocate DBE equity participation. 
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Joiiit DEVEiopiNEilt is k Didsio n-mmciiig process 
dviiviiw 



_ The previous chapter introduced the concept of joint 
development as a form of publ ic/private partnership, ft framework 
for evaluating joint development o^pportuni ties was provided, 
along with an examination of the potential benefits accruing to 
DBEs as a result of equity participation. 

_ This chapter focuses on joint development as a "process" of 

discrete decisions by both public and private sector 

participants, culminating in the^ establishment of a deal-making 
environment in which j o i n t d e ye iopmen t w i 1 1 take place. 
Particular emphasis is placed on the on-going interrelationship 
arid preconditions necessary for creating workable ground rules 
for bringing together public and pHvate human and financial 
resources to implement a joint development project. Although the 
discussion in this chapter is general in scope, it does provide 
DBEs with a basic understanding of the underlying issues, 
objectives arid decisions addressed by public and private sector 
participarits throughout the joint development process. The 
chapter coricludes w i th a discussion of alternative strategies 
which DBEs cari follow to insure reasonable and meaningful 
participation in transit-related equity ownership opportunities. 
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T. JOINT DEVELOPMENT AS A PROCESS LEADING TO DEAL--MAKING 



The ultimate purpose of any joint development program is to 
integrate income-producing real estate development ventures into 
the transi t system in such a w ay that both the public and private 
sector participants are able to achieve their independent 
objectives. As a result, the joint development process is 
dy na m ic. It involves deal-making, that is, sustained 
negotiations between public and private sector jpart icipants to 
ensure their mutual objectives are satisfied. 

The joint development process emphasizes the following: 

• Acknowledgment of the interest and objectives of public 

and private sector participants, 

• Authority for local transit agency representatives to 

acquire land> control land use and participate in 
income-prbduci ng ventures, 

• Authority for local transit agency representatives to 
negotiate those legal and financial agreements required 
to "close" the deal. 



Taken together these three factors constitute the major elements 
of successful deal-making necessary for the implementation of 
joint development. 

Deal-making includes, all the legal and financial agreements 
necessary to integrate public and private sector investments oh_ a 
particular joint development site. The use of the word deal- 
making is appropriate to public/private co-devel<Dpments of this 
type because deal-mak ing implies that both public and private 
sector participants must be willing to give and take in order for 
both parties to achieve their individual objectives. 



Illustration II. A presents a schematic represehtatioh of 
joint development as a process leading toadeal-making 
envirbrimerit in which the public jand private participants come to 
binding agreements on a particular joint development site. The 
component boxes on the far left of the illustration proceeding 
from tbp to bottom (i.e. Public Sector De t e rmihants^ 
Participants, Roles, Goals^ Joint Development Objectives and 
Local Transit Agency joiat Development Site Preparations) 
describe the collective input of the public sector into 
establishing a successful planning and development framework 
(i.e. refer to component box in center of illustration) leading 
to the creation of a deal-making environment. 
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Similarly^ the compoheht boxes oh the far right of the 
illustration proceeding from top to bottom (i^ei Private Sector 
Determinants^ Participants, Roles, Goals^ and jJbi^nt Development 
Objectives) describe the j)arallel collective considerations which 
mast be addressed by the prij^at^e sector in establishing a 
successful plahhihg and development framework (i.e. refer again 
to compoheht box ih cehter of illustratioh) i 

Once the public ahd private sector agree upon those factors 
which will e^stabl^sfi a su^c^^sfu^ plahhihg ahd development 
framework^ the process leading to the selectioh of a specific 
developer for a specific site begins* 

Prom tMs examihatioh of illustratioh II. A, the followihg 
should be readily appareht: 



• beal-makihg is the high point of the joint devei^ 
process* it is at this point that agreements rega^rding 
pu^l^c and private commitments and resources are 
cemented • 

• Public and private sector participahts ih the^ Joint 
development proce^ss are driven to the deal-^making stage 
as a resujtt of specific ob j ect i yes and benefits which 
can be best achieved by working together* 

• Successful packagihg of joiht deyelopment ventures 
depends on those essential preconditions which each of 
the participants bring to the negotiating table. 

Aii_ local transit agency joint development programs are 

different in that they reflect the part icular governmental, 
organizational and political setting in which the local transit 
agency jnust operate. For this reason. Illustration II.A is an 
qverslmplif led model of the most basic public and private sector 
components leading to deal-making and joint development project 
Implementation. DBEs should use this model as a guide to 
understanding the decisions-making and organizational structure of 
their particular local transit agency's joint development 
program. 

Carefully review Illustration II. A. This schema t i c 
representation of the joint development process will be referred 
to throughout the remainder of this chapter. 

II. ISSUES, PARTICIPANTSiL ROLES AND OBJECTIVES OP THE PUBLIC 
SECTOR IN JOINT DEVELOPMENT 

This is the first of severol sections of this chapter which 
address each component box of Illustration II.A in decail. Keep 
in mind that the joint development process entails a complex set 
of variables (i.e. planning , engineering^ financial ^ pol itical ^ 
legal, etc.) which must be integrated into planning and 
development policies to oring about joint development 
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opportunities. DBEs are strongly encouraged to augment the 
following description of Illustration II.A with extensive reading 
on this subject. To this end, refer to the bibliography provided 
in the Appendix of this manual. 



Ai Public Sector Transit issues 

Depicted in Illustration II.A are some examples of public 

sector transit issues: 

• Decaying Urban Infrastructure 
ti Urban Congestion 

• Reduced Federal Transit Subsidies 

• Public Resistance to Increases in Local Taxes 

From the perspective of the local public sector, these and other 
issues set the parameters and prior i ties as to how public 
agencies will use limited public resources to address urban 
transit problems and concerns. Many cities throughout the 
country ha ve comm i t ted part of the i rpubl i c resources to 
upgrading existing rapid transit systems and building new systems 
as a means of reducing urban congestion and revitalizing their 
urban centers. In spite of this local commitment , ho wever , 
there is a growing recognition that Federal transit subsidies and 
current levels of local taxes for transit are insufficient to 
upgrade, expand, and operate these multi-biiiion dollar transit 
systems. 

For this reason, local transit agenci^es have developed a 
variety of innovative financing mechan^isms for supplementing 
public financial resources with private sector resources.* Joint 
development is brie form of value capture** which can help attract 
private investments to maximize the income producing potential of 
selected transit-related real estate development sites and 
therefore improve the public sectorjs financial capacity to solve 
or ameliorate urban transportation problems. 



*Refer to A Guide to IhhovatJ^^ Fijiaae^l^ig M echanis ms, Rice 
Center, Houston, Texas, 1982^ pOT-1-82-53 for a complete 
discussion of the various financial mechanisms used to support 
mass, tjrarisportation. 

**VALUE CAPTURE is a technical term which describes a generic set 
of tools or mechariisms that enable public interests to actively 
share in the economic benefits accruing from implementation of a 

regional^ rapid trarisit system. These benefi ts may be secured or 

"captured" directly thrjjugh negotiated agreements with private 
sector developers, promotional and retailing interests, and 
other parties who are sponsoring projects that profit directly 
from the construction and operation of a rapid transit system. 
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This "revenue m^ximi^ aim of the public sector must be 

kept squarely inmind when DBEs formulate strategies to pursue 
equity ownership opportunities in joint development projectSi 
DBEs must consider ways in which the local transit agency can 
effectively address public sectbrtransit issues while still 
providing DBEs w i th the^ op>po r tun i ty to participate as equity 
owners in joint development projects^ 

B. Public Sector Participants, Roles and Goals 

In order to successfully undertake transi t'-related real 
estate development projects, the local public sectoj: must 
coordinate, and in some casesmodify, the goalsand 
responsibilities of various public agencies which have 
jurisdiction over aspects of joint dev el o p m e n t projects. 
Examples of some of the public entities usually involved in 
planning and influencing transit-related real estate development 
goals and policies are: 

• Local/regional Governments 

• Redevelopment Author i ti es 

• Local Transit Agencies 

• Public Works Departments 

the public entity most often directly involved in the 
planning and implemehtatioh of joint development projects is the 
local transit agency^ the primary goal of the local transit 
agency is to build and operate an efficient transit system. 
Since it is the planning and operation of the transit system 
which creates joint development opportunities, the local transit 
agency is always a participant to joint development deal-making. 

the role of the local transit agency in joint development 
deal-making may vary from city to city or from project to 
project. In most instances, it is the transit agency which takes 
the lead role in joint development planning and implementation. 
In other instances, a local transit agency may parti ::ipate in a 
joint development project in cooperation with other public 
agencies -( i.e. redevelopment authority, regional government, 
etc . ) . 

In review of Illustratibh lliA, some of the key goals of 
these public entities are complementary while others are hoti 
the important point to ^e made here is that these diverse goals 
may lead to conflicting policies and objectives hindering the 
establishin_ent and implementation of an effective transit-related 
real estate de\7elopment program. this can be avoided through 
proper coordination of goals, policies and objectives with the 
local transit agency. 
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Ci Public Sector Joint Development Objectives 

public sectbr_ through its representative agency or 

agencies enters jpint development deal-making with specific 
objectives that it seeks to achieve. Shared costs, financial 
return and public benefits are some of the factors considered by 
each agency_ before it attempts to acquire land and undertake the 
P'^e-.qeveiopinent activities required to prepare a joint 
development site, included in the set of objectives important to 
the public sector are: 



• SHARED FACILITY CONSTRUCTieS COSTS ~ In many 
instances where strong jnarket conditions exist, a joint 
development project affords the public an opportunity to 
share in the construction cost of a transit facility. 

• ENHANCE REVENUES A relevant public sector objective is 
to increase revenues through property taxes generated by 
real estate development and sharing in the cash flow pro- 
duced from the project in the form of graduated lease 
payments, percentage of Effective Gross Income (EGI) 
and/or sharing in all losses/profits as an equity owner. 

• INCREASED RIDERSHIP - Joint development projects increase 
the use of a site and hence ridership is increased. This 
results in increased fare box revenues for the transit 
system. 

• STATION AREA PLANNING AND DESIGN - This objective refers 
to the harmonious integration of transit facilities with 
the design structure of real property development. 



These joint development objectives have proven to be feasible if 
properiy i^ntegrated into the early planning of route selection 
and station location. Too often, mass transit systems have been 
planned in accordance with engineering cost minimization factors^ 
Without due consideration of joint development potential. Joint 
deveiopment projects are income-producing real estate ventures 
whose success depends primarily on location (i.e. 1 cal economic 
market). When joint development is consciously aixowed for in 
transit planning decisions, successful achievement of joint 
development objectives becomes much easier, and therefore results 
xn a higher quality real estate product of greater financial 
benefit to the local transit agency. 

^Before examining how the public sector joint development 

objectives contribute to the establishment of a successful 
planning and development framework, let us review the 
consideratiqns leading to the formulation of "private sector" 
joint development objectives. 



III. ISSUES f PARTICIPANTS^ ROLES AND OBJECTIVES OP THE PRIVATE 
SECTOR IN JOINT DEVELOPMENT 

The private sector is attracted to a Joint developnient 
venture by the opportunity to generate a financial return on 
investment relative to other competing investments. In other 
words^^the joint development opportuhi ty mus^t pr^^^ sufficient 
incentives and financial return oh investment at least equal to 
and preferably better than noh-transi t-rel ated real estate 
deve^lopment opp^ »^ tun i t i es. in recognition of this fact, the 
public sector must not only provide financial incentives but must 
al$o provide the means for reducing and eliminating barriers to 
priva^te sector participation in joint development projects. This 
section examines the p r i va t e se c to rj s prerequisites for 
participating in a joint development project. 

A. Private Sector Developnient Issues 

- Illustration. II. A desc r i bes facto rs wh i ch deter private 
developers from undertaking major real estate developments on or 
hear proposed transit stations without the active participation 
of the public sector. The three major factors impeding private 
sector initiatives around transit are: 

• Difficulty of Assembling Land in Urban Areas at 
Reasonable Cost; 

• Limited Risk Gapital to Buy Land in Anticipation of 

Transit Development; 

• Uncertain Market Conditions in Urban Areas; 

Examining these factors in closer detail, the problem of 
assembling land can be insurmountable without the assistance of 
the local transit, agency. It is a time-consuming process which 
may be delayed and complicatd by reluctant sellers of key parcels 
of land. Furthermore, the announcement of an area's selection 
for a transit station has a tendency to greatly inflate land 
values irrespective of the local market conditions. These 
pfgblems can be overcome through the use of public powers (i.e. 
eminent domain) to purchase land at market value. Without such 
public assistance, land a_s_sem^biage by the private sector at 
reasonable prices is near impossible. 

_ _ Another ma jo r deter rent to private sector real estate 
development around transit is of ten the lack of capital to buy 
and hold land in ahtij:ipat ion of transit development. For 
example, it is not uncommon for a transit station to be proposed 
for an area ten to fifteen years in advance of its actual 
construction^ As proposed plans become reality, the private 
sector may indicate an inte^rest : in the land on or near the 
proposed transit station but again the problem of land assemblage 
resurfaces. 
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Uncertain market conditions in specif ic urban a^rea^ often 
discourage private sec tor developers from considering joint 
development projects irrespective of the avaiiability of the 
land • 

^^^_P^^i^_^ secto r can ameliorate these types of private 

sector determinants by taking the i^ead in assembling property, 
holding the property until development is ri^ght, and providing 
financial incentives to reduce the "bus i ness r i sk " caused by 
uncertain market condijbjons. For example, the local transit 
agency may include a combination of the following in a joint 
development oppor tuni ty : 

• Reduction of project cost: 

•-tax exemption or abatement 
-wr i te-dowh of land costs 

-graduated leasing of land to developer to reduce 

initial project cost 
-contribution of public facilities 

• Assumption of risk: 

•-incur pre-develbpmeht cost 
-provision of loan guarantees 

• Creation 6£ a market for the project: 

-leasing of space by public agencies 

-financial support to prospecHve tenants 

-provision of complementary facilities such as a 
convention center or other facilities for public use 
near or adjacent to the joint development site. 



If these financial incentives are sufficient to overcome the 
presehtand future risks inherent in these markets, new 
opportunities for joint development may be created. 

in any case, how local transit agencies address these and 
other similar private sector development issaes is a local 
jurisdictional matter^ eohsideratioh must be given to the short 
and long-term benefits of public actions necess^ary to enti 
private sector participation in joint development projects. 



B. Private Sector Participants^ Roles and Goatls 

Among the principal private sector participants involved in 
joint development projects are developers, lenders (both 
construction and permanent) and equity investors. Each of these 
private sector participants plays ah integral role in the design 
and implementation of a specific joint development project. The 
goals of the. private sector in joint development are diverse and 
vary according to the individual participants involved. 
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Successful deal-making by DBEs requires knowledge, of e^ch 
participants their role, and their objectivesi The following 
briefly describes the roles of each of the principal private 
sector participants in the joint development process^ 



Developer 

Without a developer there is no pfojecti As defined in 
Chapter I* the developer is the lead person in the development 
entity (i.e. developer/group of investors) who conceptualizes the 
project, organizes, coordinates, and supervises the sources of 
capital, labor, and material throughout each phase of the project 
from beginning to end. The imjjortance of the developer's role 
cannot be understated. Both the financial lenders and equity 
investors will make their decision to contribute capital to the 
project^ based on their verification of the develojper's 
credibility and track record i^n successfully completing similar 
projects. It is the developer who determines the economic 
potential of the joint development sitei He or she must 
undertake a preliminary economic analysis to determine the 
appropriate commercial mix (i.e. hotel, office, retail, and 
residential) for maximizing the economic returns on the site. 
This economic analysis must reflect iocai economic market 
conditions and incorporate all planning, design and financial 
return requirements imposed by the local transit agency. The 
results of this preliminary economic analysis (refer to Chapter 
iV for details) Will determine the economic feasibility of the 
project in meeting the local transit agency's requirements. 
Additionally, this analysir. will define the type and level of 
equity capi tal/f iriancing needed for the project. Consequently* 
it is the developer's role to define the scope and direction of 
the project and provide the leadership to bring the project to 
reality^ 

2. Equity Investors 

Other major private sector participants in the joint 

deveibpmeht process are the equity investors. The equity 

Investors can play ah active or passive role depending oh their 
financial objectives, level of investment, and timing of 
investmehti It is common for equity investors to join their 
financial resources With the experience and track record of a 
developer and form a "development entity". As active 
participants, these initial equity investors are usually general 
partners with the developer. The initial investors put up the 
"risk capital" and the developer puts his/her skill, experience 
and sometimes capital into the venture. If the development 
entity is successful in obtaining the "development rights" to a 
joint development site, additional equity investors may be 
required. Those latter equity investors usually are passive 
investors with ho direct management responsibility or liability 
beyond their investment. 
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^Whatever their role in the joint development process, the 

equity Investors' mptivatiori tc? invest comes from a desire to 
maximize possible returns from the real estate development. 

3^ Conventional Financial Lenders 

Normally a project has two types of lenders: the construction 

lender and the permanent or long-term lender. The construction 
lender is usually a local bank which provides the money to build 
the project on the precondition that a per^manent lender will take 
over the loan once the project is constructed.* since th«f; 
permanent lender has no takeout source, the market value of the 
completed project is critical for it serves as collateral for the 
loan. Both the construction lender end the permanent lender seek 
a secure loan based oh the credibility of the development team's 
developer and market potential bf the project respectively. A 
stable return with low risk best describes the goals of the 
lenders in the joint development process^ 

Having looked at the major private sector participants, let 
us now turn to the various objectives that private sector 
participants attempt to achieve through the joint development 
process. 

C. Private Sector Joint Development Objectives 

Joint development deal-making involves the Sustained 
negotiation by multiple parties around specific objectives. The 
private sector participants seek to achieve objectives which can 
guarantee their various financial goals are met. illustration 
II. A displays some of the objectives pursued by the private 
sector through joint development. 

• FINAHClAt. PEASIBlLitY-Private sector developers, equity 
investors and permanent lenders seek a competitive 
financial return on their investment. 

• ABILITY TO A^SSEMBLE LAND-SUcCeS private sector 
participation in joint development calls for public 
initiatives which provide ability to assemble land. 
Difficulties in meeting this objective pose serious 
problem^s to effective private sector participation in 
the joint development process. 

• FiNANeiAL RISK REDUCTION-in weak an uncertain markets 
public sector incentives which reduce risks are 
important objectives in joint development deal-making. 



^"^ff™® cases, depending on the credit worthiness and 
credibility of the private developer, the local bank will take on 
the roles of both the construction lender and permanent lender. 
Normally the permanent loan is for no more than 5 to 7 years. 
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• MAXIHUH MARKET POTEHTIAL-A key private sector objective 
is that relating to maximum market potent ial for a 
project, in particuiarr any restrictions imposed by the 
public sector which limit income realized by the 
project coulci be a signif leant consideration in the 
availability of permanent financing. 

• Ae^ESS fb LARGE PUBLIC INVESTMEKTS-Publ i c transit 
investments normally support high density activities 
whic^ allow a developer to maximize the yield on 
investment. 

• MINIMUM TIME DELAY^"^^ the private sector perspectiver 
time delays represent additional expenses which must, be 
cqveredi The objective here is to minimize hurdles 
which delay the process. Generally speak^ing , private 
sector participants are not adverse to conditions which 
improve the overall product or physical environment as 
long as the costs are reasonable and can be recovered. 



iV. FACTORS IN ESTABLISHINS A SUCCESSFUL PLANNING AND 
DEVELOPMENT FRAMEWORK 

It should be evident by now that the success of a joint 
development venture can be judj[ed hy how well it responds to the 
'objective^ of the public and private sector participants. For a 
public/prxvate co-venture to workj there must be public sector 
institutional support and coordination for joint development 
deal-making. Some of the factors found to be of paramount 
importance in creating a successful planning and development 
framework are: 

m INSTITUtlONAl. POWERS AND ARRANGEMENTS- in support of 
joint development deai-makingr a J)ul3lic sector agency 
must possess the necessary legal authority to cbndemhr 
buy^ sell and lease land r_ alter zoning and land use 
designations, and enter into agreements with private 
parties and other public sector agencies. The absence 
of such authority can bring unnecessary time delays 
which increase the risk to a developer. 

• STATION LOCATI ON AND ACCESS CONS IDERATI O^ tat i 6 n 

location and access considerations are factors which can 
predetermine the market value and design viability of a 
joint development project. For this reasoji joint 
development considerations shou^id be included in the 
earliest stages of the planning process to ensure that 
the station location and access are compatible with 
joint development. 



• LAND ACQUISItieM AND TRft^ State law 
allows, land acquisition policies can bvercbine one of 
the most difficult aspects of urban real estate 
development — th^e assemblage of urban land for 
development. The public sector should consider land 
acquisition to avoid joint development land assembly 
problems i 

# COORBlllATiON OF ZONING AND LAND USE PLi^NING-For joint 
development to succeed, land around a transit station 
must be available for development in appropriate uses 
and aenr»ities, the land use and zoning conditions for 
transit station development must be coordinated with 
metropolitan jurisdictions along the transit route 
alignment in order to insure that growth is directed 
towards transit station areas. 

• eONTRACT Bipbl^^^^^^ AHD PRqCUREHENT POLICIES-Tfiis 

area must be carefully examined for clarity of purpose 
and j-educed to essentials. Properly designed policies 
and procedures in this area are of great assistance in 
avoiding difficulties and wasting precious time for both 
the public and private sectors. 

These factors are essential to the implementation of a 
successful joint development process. How these factors are 
integrated into a workable joint development program can best be 
evaluated by examining the local transit cigency contract bidding 
procedures and policies. DBEs are well advised to become 
familiar witr? the underlsing assumptions and objectives used in 
the formulation of these contract bidding procedures and policies. 

A. issoes in the Design of Contract Bidding Procedures and 
Policies 

The contract bidding procedures and policies determine how 

effectively the joint development process satisfies public 
objectives whUe at the same, time attracting experienced 
developed s. The contract bidding procedures and policies 
establish i:he negotiation parameters between the transit agency 
and its seieGted developer. Consequently, great care and thought 
must be invested into designing bidding procedures and policies. 
Some of the questions which should be addressed in the design of 
a contract bidding process are: 

• What are the local transit agency's objectives and 
which of these objectives are non-negotiable? 

• How final musl: publ ic comm i tments to project 
implementation be at the time of the offering? 

• V ill the of f ering have sufficient civic and political 
support within the community? 
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• Will public financial support be required for project 
feasibility? 

• How can variations in selection rules stimulate or 
depress competitive interest? 

• How can informal solicitation efforts prior to the 
offering be used in decision making? 

• How much personal financial informatioh should be 
f equi f ed of submi tting developers and how can it be 
treated with confidentiality? 

• What is the level of detail required in the deveio^^ 
development proposal and how binding are the developer's 
financial projections? 

• What are thestandards by which development proposals will 
be evaluated? 

These basic questions are only an example of some of the 
issues which mus^t be addressed in designing contract bidding 
procedures and policies*. Keep in mind that the answers to these 
questions must be translated into procedures and policies which 
wlllr in turn, establish the parameters of the deal-making en- 
vlroniheht. For this reason^ DBEs should be concerned how DBE 
business opportuni ty plans are incorporated into the contract 
bidding procedures and policies. 

BBE equity participation adds a new dimensioh to 
traditional participation goals and plans developed by local 
transit agencies in compliance with the DOT regulations. 

B. DBE Equity Participation as Part of Contract Bidding 
Procedures and Policies 

DBE equity participation can either be a positive or 
negative adjunct to the contract bidding process. Much depends 
on how successful the local transit agency is in developing a DBE 
equity participation plan which adds to the quality of the joint 
development project and enhances the economic viability of the 
venture. Rememberr joint development projects are complicated 
financial and legal arrangements between the local transit agency 
and the p^^ivate sector development entities. As a result^ DBE 
equity ownership plans must be carefully thought out in order to 
ensure that DBE equity is real and does not hinder the economic 
viability of joint development projects or the financial return 



* Selecting a Develbper y National Council for Urban Economic 
Development, No. 25, March, 1983. Many of the basic questions 
and cxDncepts expressed in this publication are reflected in this 
portion of the manual. Th i s publ i c a t i on is an excellent 
introduction to selecting a developer. 



t.o_._the transit agencies.. This requires that local transit 
agencies establish specific DBE equity 5bje5tives with detailed 
plans for implementing and monitoring the effort. Unfortunately, 
only a few transit agencies have gone beyond the establishment of 
DBE equity ob3ectives. 

i,.^P ^° establish an effective and positive DBE equity 

PffJ^Jcipation program, barriers and issues must be defined* 
objectives established, and ah implementation plan, with specific 
strategies and tactics responsive to identified needs must be 
initiated. The following questions should be added in designing 
a DBE equity participation plan as part of the contract bidding 
procedures and policies: 

• What are the primary objectives of DBE equity 
participation in the joint development program? 

• Js the local transit agency prepared to forego Some of 
its joint development financial return to help dbes 
access equity ownership opportunities? 

• What role should the transit agency play in identifying 
qualified DBE equity participants and/or DBE investors 
for upcoming joint development projects? 

• What role should the transit agency play in educating 
the minority/women's business community about the 
opportunities in equity ownership in joint development 
projects? ^ 

• What weight, if any, will be given to various tvpeis of 
DBE equity ownership (i.e. general partner vs. limited 
partner) in the local transit agency's selection process 
°J^3^<^eveiopment entity for a specific joint development 

• How important is DBE equity in comparison to other DBE 
business opportunities created by the joint development 
project? ^ 

• What are the limits to the legal authority of a transit 
agency to enforce DBE equity ownership throughout the 
real estate development cycle (i.e. origination, 
operation and sale/ refinancing). 

• Based on national experience, what are the key factors 
prerequisite to successful DBE equity participation as 
general partners or as limited partners? 

• What are the traditional barriers to DBE equity 
participation and what strategies or tactics have been 
attempted to eliminate these barriers? 
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development agreement to ensure that a minimum level of 
DBE equity ownership is maintained throughout the real 
estate development cycle. 

• What can be learned from selected joint deyelqpmeht 
projects throughout the country which have DBE equity 
ownership participation? 

• What standards and monitoring procedures should be 
established for ensuring DBE equity participation 
throughout the real estate development cycle? 

How local transit agencies respond to these DBE equity 
participation issues is a local j ur i sd i c t iona 1 ma t te r i 
Ultimately^ resolution of these issues must include the active 
involvement of Jhe DBE commuriityr the cooperation of the private 
sector development communityr and the commitment of the local 
transit agency staff to implement and monitor the effort. The 
measure of success for the DBE equity participation plan rests 
on the local transit agency's ability to maximize DBE equity 
ownership^ wi^thout jeopardizing the economic objectives of the 
joint development program^ 

In conclusiohr the local transit agency must develop^^ 
planning and development framework which reflects the critical 
factory necessary to implejnent a successful joint development 
program. The contract bidding procedures and policies integrate 
elements of these critical factors into an organized process by 
which the private sector can respond to a joint development 
opportunity and eventually neLgotiate the "rights" to develop the 
site. Basic questions regarding transit agency objectivesr DBE 
participation and assumptions must be addressed in formulating of 
these bidding procedures and policies. Againr how these basic 
questions are answered and translated into procedures and 
policies is a local jurisdictional matter. 



V. LbCM. TRiSSIT ftSENCY JOINT DEVELOPHEHT SITE PREPARATION 

Once a local transit agency has established a planning and 
development framework from which to sustain a joint development 
program^ the t rans i t agency is ready to address the 
implementation of specific joint _ development projects. As 
portrayed in illustration II.A, the local transit agency must do 
a considerable amount of work to prepare a joint development site 
prior to private sector par cicipation. Typically^ these pre- 
development activities include: 

m Transit Agency Land Options and Related Agreements 

m Transit Site Facilities 

• Site Selection Analysis 
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• Market Feasibility Analysis 

• Coord inat ion of Site development with Other Public 
Agencies 

i Financial Feasibility Studies 

• Highest and Best Use Studies 

• Some Local Approvals 

• Allowances for Citizen Participation 

• Project Prospectus 



In essence, the local transit agency plays the role of the 

developer in the pre-development stage. The transit agency 
identifies the potent ial joint develo|)ment sites along the 
transit routesr analyzes their marketabilityr determines their 
highest and best use, establishes economic feasibility, and 
acquires the sites. It must be emphasized, that the preliminary 
financial analysis undertaken by the local transit agency dots 
not represent the final financial plan for the project. The 
purpose of this financial analysis is to assist the local transit 
agency in evaluating developer proposals and even tua 1 ly 
negotiating a detailed, financial plan with the selected 
developer. The financial analysis of the site along with the 
other studies serves to establish the parameters of the 
prospectus. 



A. The Offering Prospectus 

A well prepared of feting prospectus is esseatiaL for 
solicitation of the "development rights" to a specific joint 
development site. It should present a carefully worded 
description of the development fights and jrequireihentis, rules of 
submission, criteria for selection, and the basic financial 
parametors acceptable to the local transit agency. At minimum, 
the prospectus should include: 

• Project Summary 
m Project Setting 

m Local Transit Agency Joint Development Program Objectives 

m Objectives of Specific Project 

• Development Requirements 
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• Offering Policies and Procedares 

- Seleotipn Criteria 

- Timetable for Proposal Submission 

- Review and Approval Process 

- Infdlrmatidn Developer Must Submit 

Since the prospectus is the sole descrj.pti6h of the project 
to be offered publicly, it should be comprehensive and self- 
explariatbryi. Should the local transit agency decide to make 
their preliminary design documents and market/finahcial analysis 
available to interested developers, the prospectus should 
reference their availability as well as any other documents 
pertinent to the project (refer to Appendices for ah example of 
a joint development project prospectus). 

it is absolutely imperative that DBEs interested in 
pursuing equity ownership opportunities carefully analyze the 
joint development project prospectus. All questions regarding 
the prospectus should be noted and answers should be requested 
from the local transit agency. An appropriate time to obtain 
clarification on the prospectus is at the "de ve lopie r ' s 
conference" which is nrmally held by the transit agency 
immediately following the announcement of the solicitation for 
bids. 

B. the Joint Dewelopmeht "Packaged" Opportunity 

In the final outcome, the local transit agency is bringing 
a "packaged" real estate development opportunity to the 
negotiating table. This Up-front public sector commitment of 
staff Jime and financial reSdurces in preparing the jdiht 
development site represents a distinct advantage of transit- 
related real estate develdpment for the private sector. 
Additiohaiiy, the pre-develdpment analysis by the local transit 
agency will invariably produce economic parameters for the 
project which are consistent with the local market. This pre- 
deveiopment analysis reduces the uncertainty and financial risks 
to the private sector* The next section will present the process 
followed t>' the private seCtdr in the formulating df a 
development prdgram in response to the "packaged opportunity" 
presented by the local transit agency. 



VI. PRiVATE SEGTOR RESPONSE TO REQUEST FOR JOIMT DEVELOPMENT 
PROPOSAL 

The pre-developlment efforts by the public sector described 
above set the stage for the private sector to respond, in some 
cases requests for joint development proposals are solicited 
through majdr national publications. At times, a public sector 
agency may invite developers to briefings at which time joint 
development dppdrtunities are presented. 
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Regardless of the procedures involved^ a development 
proposal is_ the private sector's response to a "packaged" 
joint development opportunity presented by the public 
sector. various elements miast be incorporated into a 
development proposal. Among the itiost important are: 

• Complete Development Plan Responsive to Transit Agency 
Criteria 

• Economic Feasibility Study 

• Pro Forma Financial Projections 

• Sources of Financing 

• Credible Equity Participation and Development Team 

• Ownership/Legal Structure 

• Compliance with Any Transit Agency Requirements 



Two points should be emphasized. Fi rst, regardless of 
the method used to select a developer, a substantial ajnoujit of 
money will be needed to put together a development team and 
program which is acceptable to the local transit agency. With 
competitive bidding^ the initial investment of time, personnel 
and money is at risk* There is no guarantee that a particular 
developer will be selected. Consequent ly, it behooves DBEs to 
carefully evaluate their chaaces to develop a "successful" 
development proposal for a specific joint development opportunity 
before securing the heeded risk capital to prepare the 
development proposal. Second, the develbpmeht proposal is only 
the first step in the process, if a proposal is selected, a DBE 
development entity's work has just beguni It must immediately 
begin tb_ prepare the project for financing leading to 
construction and eventual operation as an incomes-producing real 
estate development vehturei Chapter Fou^ of this manual will 
address the preparation of the development proposal in greater 
detail. 

VII. SBLBCTION OF DEVEtOPER/JdlNT VENTURE TEAM 

The selection of a developer does not, in itself, mean that 
the chosen developer has been given the "development rights" to a 
specific joint i3evelopmeht sitei Rather_, the_ selection process 
results iji confirming the exclusive negoti ating rights to the 
selected development entity^ asualiy, this award is formalized 
by a membranduro b£ understanding between the parties (normally 
for renewal periods of six (6) months). Final negotiation of the 
"development rights" occurs some months later after the developer 
has completed the final design and refined his/her financial 
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plans. A local transit agency may employ yarlotas approaches for 
selecting a development entity. Among the most common approaches 
are: 

• Deveiopineht Entity Pre^designation 

This approach may be taken when the deveiopment enti^ 
offers a unique "packaging" opportunity to the local 
transit agency for a specific site. For exampier a land 
owner/developer may own a parcel of land adjacent to the 
transit station property. Or, a development entity may 
offer the transit agency community improyements in 
exchange for the "development rights" to a specific site. 

e Direct HegbtiaterK Selection 

This approach is the basis for many unsolicited proposals^ 
It occurs when a development en t i ty r a t t ts own 
ihitiativer makes a proposal to develop a transit agency 
controlled parcel of land in the absence of competing 
offers. If the transit agency likes the development 
prop6sal> the transit agency has the option to enter Into 
serious negotiations with the development entity. 

# Competitive Seiectioii 

ebmpetitive selection is a common approach usually 
employed when there is a strong development interest in a 
project or when a public agency wishes to open up the 
process to as_ many development entities as possible^ 
eompetitive selection of a development entity may tnvciye 
non-price competition where such factors as design 
criteria and/or development program play a key role in 
selection of development entity. In o ther i nstsj^P^g^ 3 
public agency may establish a fixed price and development 
entities compete on the basis of non-price factors. 

jRegardless of the method employed for selecting a developer 
— i.e. competitive bidding or "sole source"-the transit agency 
should: 

• Establish objective, criteria for reviewing and evaluating 
development proposals*; 

• eheck the developer's references and development team's 
credentials; 



*Each joint development site is unique. The local transit agency 
must ensure that selection criteria are developed which reflect 
the distinctive characteristics of the site and its community 
environs. 
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• Form a special selection panel or committee to review, 
evaluate and select a development team; and 

• The selection decision should include a first and second 
choice in the event the negotiations with the first choice 
developer cannot produce an acceptable final agreement. 

VIII. PARAMETERS OF DEAL -MAKING 

Deal-making is a highly creative aspect of joint development 

and one which sets the groundwork for building a project through 
binding commitments negotiated across a bargaining table. Since 
many joint development prospectus are issued with non-negotiable 
items^ such as design standards, minimum rents, etc,, by the time 
public and private sector participants proceed with negotiations 
many of the parameters of the deal are already established. 
Nevertheless, it is often common for public and private 
participants to negotiate such items as: 

• Level of expected income based on market analyses; 

• Land acquisition and disposition agreement terms; 

• Access agreements; 

• Provisions for public facilities and/or public space; 



m Management of coordinated design and construction; 

• Adverse site conditions; 

• operating agreements for efficient long-term management of 
non-transit related facilities; 

• Construction specifications; 

• Joint obligations; 

• Scheduling and management of combined construction; and 

• Pre-leasing agreements. 



^In preparing for deal-making, a DBE development entity must 

recognize that successful negotiation with a public agency 
depends on: 

• The financial and non-financial objectives established for 
the project; and 

• The relative bargaining ability ^nd strength of each 
participant. 
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The former is established in the cburs^ of preparing a 
joint clevelopjneht i^roposal by analyzing three majdr areas of 
project feasibility. Firsts a market profile that includes an 
estimate of a p»roject's development potential. Second, a short- 
term cash flow projection for that period when a project is most 
susceptible to default (e.g. the first 5 years). Third, a long- 
term capital investment analysis that establishes a project's 
rate of return. These projections assist a development entity in 
establishing a strategy in relationship to those items which are 
negotiable. 

The nature of negotiated commitinerits alsp_ depends to a 
large extent on the relative bargaining ability of each 
participant and the nature and complexity of the project. For 
example, a joint development project in a weak market may 
generate more concessions from a public agency than one located 
in a strong market primarily because risk assumption by the 
public _ sector may be essential to achieve its objectives. 
Simiiarixr_ ^ large and complex jo i nt development project m§y 
involve provisions for pedestrian traffic flow between transit 
and commercia^i cojn^ponehts of the project. If substantial 
structural aicerations are required, the allocation of costs for 
such alterations can be a subject of negotiation. 

The results of the hegotiatibhs are translated into a firm 
or legally binding commitment of ten expressed as a "development 
contract" detailing the basic items agreed upon by the 
par t ipipant Si Once the contract is duly author i zed # the 
deveiqpm^ent team is ready to undertake the various phases of the 
real estate de\7eiopment process (iie^ Final Design, Financing^ 
Construct ion/Marketing and Operations) * Chapter Four will 
address the development process in greater details 

• ----- 

In conclusion, the success of the deal^making depends oh 
how spccessf uiiy the joint development process achieves the 
following : 

m Preparing the site for joint development consideration; 

• Attracting the right development entities to compete for 
the opportunity; 

• Selecting the right development entity; and 

m Satisfying both the public and private sector objectives. 

IX. DBE STRftTESSES FOR PARTICIPATING IN THE JOINT 
DEVELOPMENT PROCESS 

the public sector planning/policy process is key in setting 
up the conditions for deal-making. Public transit policies 
estabi ish the deal-making environment in which investors. 
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developers, lenders and public agencies will negotiate their 
agreeiriehtSi Therefore^ it is absolutely essential that the 
clisadv.^ht aged business community understand h o w the 
planjiing/pol icies process works* Ghee the planni ng and 
development policy framework of the local transit agency is 
understood^ the next step is to identify critical IDBE entry 
points • 

Let us how examine some of the critical DBE entry points In 
joint development process. 

A* Local Transit Agency DBB Goals 

Referring to Illustration Il.k, Public Sector Goals, please 
note the DBE participation goals of the local transit agency. 
The use of Federal transit subsidies in the design, pia^nning^ 
cbhstructibh and operation of the transit system imposes certain 
DBE goal requirements _on the local transit agency. 
Notwithstanding these DBE goals for Federa^l funds, DBE equity 
participation in joint development is not Pederall^y mandated. It 
is a local issue. Consequently^, the lo^cai tran^sit agency 
plahhijig process will respond to DBE equity participation 
objectives to the extent that the DBE community is able to q^btai 
a commitment from the local transit agency Board of Directors. 

DBEs iTtust work with the local transit agency Board of 
Directors and understand the following: 

• the limits of its atathbrity; 

• the method ahd^e^^ct_ioh of decision^-^make^^^^ (i.e. board 
of directors, chief operating officers, etc.); 

• its fuhctibhal areas of responsibility; 

• its piahhing process and key decision points; 

• its design process and key decision points; 

• its development process and key decision points, etc.; 
and 

• its policy making process and key decislon^^makihg points. 



Prominent DBE business leaders and non-minority leaders who 
are sensitive to DBE participa^^^ and the benefits of joint 
deyelopmeht^, should t^a^ke an active involvement on the Transit 
Board of Directors, especially on the joint development policy 
committee^ DBEs should also seek the assistance of the transit 
agency Office of eiyii Rights or DBE Office and solicit their 
support to promote procedure for meaningful DBE equity 
participation in joint development projects. 
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B. Integrate DBE Equity Participation into the Private Sector 
Joint Development Cbjectives 

Tradi tipnallyr the private sectipr (i .e investors, developers 
and_ lenders) have viewed DBE equity participation in multi-- 
millipri dollar joint development ventures_ as a burden imposed by 
a zealous transit agency. Unquali f ied _DBEs have been lured to a 
joint venture team to satisfy a DBE equity participation 
requi remeht because the joint development competi tive bidding 
procedure required it. This type of token DBE _equity 
participation is not necessary* There are qualified DBEs and 
minority investors (prof essibnals, doctors, attorneys, etc.) in 
every major city in the country. 

This is an area__in which the local transit agency, in 
cooperat i on _wi th__the DBE business community, can play a most 
important role. Having established DBE objectives in the joint 
development program, the local transit agency should initiate an 
outreach program to identify and inform DBEs of the upcoming 
joint development opportunities. Equally important in this local 
transit outreach initiative is_ ah education program which 
realistically sets out the benefits, risks and advantages of 
joint develc)pment_ with ah eraphasis on the prerequisites to 
playing the joint development equi ty game. Such a local transit 
agency strategy can result in private sector willingness to 
include DBEs as equity partners in their projects. 

C. Competitive Bidding Procedures Which Require DBE Equity 
Participation 

The willingness of the private sector to accept DBEs as 
equal partners in a joint venture team must be initiated by the 
local transit agency through the competitive bidding procedures^ 
Rememb^erj^ transit pblicie^ parameters of the deal-makihg 

enyirojiment with the private sector. DBEs mjast take ah 
aggressive approach to insure th^at the comj^etitive bidding 
procedures include DBE equity participation. in the absence of a 
loca]^ transit agency's commitment to DBE equity participation in 
the competitive bidding procedures^ DBEs will continue to be 
reluctant to co^mmi t limited financial resources to compete 
against major developers and investors in accjuiring the "joint 
development rights" to a speci f ic si te. 



D. Transit^ Agency tahd Acquisition as a Heahs to DBE Equity 
Participation 

Without transit ageScy control or access to land on or 

adjacent to a transit station, there will be no DBE equity 
ownership joint development opportunities. The availability of 
larban land rights is to joint d^evelopment as water is to f^ sh^ 
It is only when the public sej:tor has control of the land or 
access to the "development rights" of a site that the transit 
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agency can maximize its share of the economic returns of the 
transi t-^related real estate development project*i_ Squal^ly 
important^ the control of the joint development site places the 
local transit agency in the position to require DBE equity 
participation in the project. without initial control of the 
land by the transit agency, DBE ecjuity participation will be 
difficult at best and li Rely non--exi stents 

Never thelessr this is an impb^r tant lessoji to be^ learnedi 
in those situations where the local transj^t agency has control of 
the land oh or hear transit stations, DBEs shouiJ work diligently 
to ensure that al^l real esj:ate development on these sites 
includes DBE equity participation. Furthermore, DBEs should 
idehj:ify all land owned and controlled by the local transit 
agency and follow the proposed uses for this property. 

£• DBE Equity Participation in Weak and Uncertain Joint 
Development Market Areas 

Regardless oj public financial incentives, weak and 

uncertain markets present unique problems and higher risks. In 
weak m^arkets a local transit author i ty can, through joint 
deveiopment^r assist iji revitalizing the local economy. It can 
write-down the cost of land so as to promote development. DBEs 
involved in such projects can make a contribution to the 
deyeiopment of their community; However r special care must be 
taken lest the local tra^n^^ agency relegate DBE investors to 
weak and uncertain mark^^^ Remember, banks do not fund what 
developers build; developers build what banks will fund. If the 
real estate deyeiopment cannot generate income, why should banks 
risk their financial resources? The market feasibility of a 
project is critical. Ignoring market realities can spell 
disaster for a DBE entrepreneur as well as for a local transit 
agency. 



F. New bpportuhtties for Passive Equity Participation In Joint 
Development 

Although this manual places a strong emphasis on DBE equity 

participation in which minorities and women are deal makers, the 
econom^ic benefits of passive equity participatidn in joint 
development projects must not be overlooked. Minorities should 
seriously consider the economic benefits of participating in 



*The proposed Southern California Rapid Transit District (SCRTD) 
Wilshire Corridor Mass Transit System in Los Angeles is an 
exception to this rule. Because of its uhdergrpund design along 
a well established commercial strip, SCRTD is attempting to 
negotiate value capital agreements with existing property owners. 
This situation leaves little opportunity^ for imposing DBE equity 
participation in these agreements. As of January, 1986, UMTA 
financial assistance for this project is uncertain. 
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joint _aevelpprnent projects as limited equity investors. As 
limited equity, investors,, minorities could invest their financial 
resources in joint development projects, without the burden of 
having to be involved in the day--to--day decisions of managing th^^ 
joint development project, yet receive the benefits of ownership. 

There are many ways of structuring l_i m i t e d e q u i t y 
investments in real estate development investments, One__vaiiety 
of the limited partnership structure as a means of attracting 
equity investors is syndication. 

"The way that syndication usuallj^ works 
is this: the developer who up to this 
point may be the sole owner of the projects- 
will form a limited partner s h i p . S v e r y 

limited partnership must have at least one 
general partner who has unlimited liability 
for the debts of the partnership . • . and one 
limited partner, whose liability is the extent 

of his_ or her initial investment. The 

original developer usually becomes the general 
p a r t n e r i n t_h e newly c r e a t e d 1 i m i t e d 
partnership. The general partner then sells 
(or someone else sells on the developer's 
behalf) partnership interests to other 
individuals, who become limited partners in 
the partnership. Limited partners will pay 
cash to own partnership shares, entitling them 
to share. in the financial benefits produced by 
the project. The shares are expressed as 
percentages of ownership in the project. The 
cash that they pay to become limited partners 
is referred to as capital contribution."* 



While a detailed treatment of syndications is beyond the scope of 
this manual, one important factor about syndications must be 
pointed out. Real estate syndications are. highly regulated by 
Federal and State laws (see Chapter III). Add vtionally/ equity 
investors must meet certain personal financial standards to 
"qual i f y" as potential investors. 

Most recently finite life Real Estate Investment Trusts 
(REIT)** hav^ demonstrated ways to overcome the "suitability 
standard" imposed by Federal and State laws while providing the 
security of a syndication yet allowing investors to invest as 
little as $1000, REITs and other new financial investment 
methods could offer an ^nnova^ive way for local transit agency's 
to extend the economic benefits of a joint development project to 
a wider range of potential minority investors. 

"* R eal^Es^tate Develo^pment Syndication , Howell, Joseph T., 1983. 
** Fact Magazine , March, 1984. 
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In concluding th^s discussion on DBE equity ov/nership 
strategies, DBEs must recognize that the success of iny strategy 
or combinatiph of strategies to increase and promote DBE equity 
ownership will depend on how well these strategies work: 

1 Haxlmize DBE equity ownership; 

e Enhance the quality (i.e^ management^ design, community 
support, etcO of the project; 

• Improve the financial feasibility of the project; and 

• Meet the public agency's objectives. 

Achievement of these goals will require the full cooperation of 
the local transit agency, IDBE community and the non-DBE 
development community. 
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is m iNVBTMeiir heoshhi 

OVWIEW 

Despite the financial benefits of f ered by transit-reiated 
real estate equi ty ownership i nvestments , these type_s_ of 
investments are not for everyone. In order to assist DBEs decide 
whether they should pursue equity ownership opportunities, this 
chapter provides a general discussion about real estate 
IhvestinehtSt Horedver, the special requirements of transit- 
related real estate development projects are discussed^_ the 
chapter concludes with a self assessment to assist DBEs in 
evaluating their financial objectives; thereby, allowing them to 
decide which form of equity ownership best suits their financial 
objectives. 
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!• EQyjTY OWNERS IH JOINT DEVELOPMENT IS AN INVESTMENT 

DECISION 

With few exceptions, i n cd m e- p r od u c i ng real estate 
investments are one of the best forms of asset'-building, tax- 
saving and long'-term wealth creation. Commercial real estate has 
long been recognized by individuals, ma jor corporations and 
pension investors as ah attractive means of diversifying an 
investment portfolio. Based on its historical performance as an 
investment, income-producing real estate investments have proven 
to be a long-term hedge against inflation and downturns in the 
economy. Trans it- related real estate investments are one 
particular type _ of income-producing real estate investment which 
could be suitable for a broad range of DBE investors. 

Before making ah investment in a joint development 

project, DBEs must determine thei r capaci ty to do so. Several 
factors must be considered. First, _DBEs must understand the 
characteristics, benefits and risks associated with real estate 
investment^ in general and the specific prerequisites of transit- 
related real estate development projects. This knowledge is 
important for it allows DBEs to identify and structure real 
estate investments which maximize total return relative to risk. 
Second, DBEs must be able to evaluate the ten t i al financial 
benefits and risks of equi ty ownership in joint development in 
light of their personal financial oix^ectives . 



II. CHARACTERISTICS OF REAL ESTATE INVESTMENTS 

The benefits and risks in real estate investment derive, 
in part, from its special characteristics when compared with 
other types of investments such as intangible property (stocks, 
bonds, etc.) and tangible purchases (gold, diamonds, antiques^ 
etc.). To some extent, nearly ail the special characteristics of 
real estate arise from its quality as a fixed location 
investment. To this end, real estate investment is not a "get 
rich quick scheme"; rather, real estate ownership is a long-term 
process of wealth creation. If you understand the special 
characteristics of real estate and the hidden cost, you stand 
less chance of meeting unexpected expenses. Real estate exhibits 
the following characteristics: 

• Immobility of Asset 

Immobility of asset means that the physical investment 
can not be moved Jrom one location to another. This obvious 
condition has some important consequences. Whereas other 
investments such as bonds, stocks, gold, antiques etc. can 
be sold elsewhere if there is no local market for resale, 
real estate investments are a captive of the local economy 
and environment. Given this inescapable tie to the "local 
economy", selection of the right location is especially 
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critical for iricbme producing commercial property. Despite 
theijT association with a regional transit system, joint 
development projects are not an isxceptibn to this rule. 

• Value q£ Investment is Affected by Surrounding 
Neighborhood 

A parcel of real estate is affected by surrounding 
properties and neighborhood improvements. This interplay 
among local surrounding improvements may increase or 
diminish the value and appreciation of the. property. Of all 
the types of real estate (i.e. residential^ commercial and 
industrial), commercial real estate is most sensitive to 
location^ it is therefore important to analyse the present 
and future zoning^ as well as land use and econom^ic trends 
in an area. These considerations should be set forth in a 
detailed ma r ke t s tudy and site analysis. The investor 
should be satisfied as to the present and future economic 
potential of the site before a commitment to invest is made. 

• Useful Life 

Useful life refers to the number of years over which 
asset value of property will be allocated. There are two 
factors which determine the useful life of a property* 
There is(l) economicdepre elation, and (2) physical 
depreciation^ Economic depreciation is a loss in demand for 
a particular property due to econojnic conditions surrounding 
the property. Physical depreciation is a loss in value due 
to actions of the elements: wear and tear or structural 
agings 

• Lack b£ Liquidity 

Real estate lacks ready "liquidity" which is the ability 
to turn an asset into cash quickly^ This is complicated by 
the fact that a quick sell (seldom less than a month) may 
force the investor to take a discount for his investments 

• High Unit ebst 

Nearly pieces of real estate^ even small properties^ 

are costly; Unless you can pool your capital with other 
people , such as in a real estate 1 i mi ted par the rship^ there 
are relatively few opportunities for small purchasosi The 
availability of mortgage financing arid the level of interest 
rates pi^V ^ most important role in determining the 
feasibility of the real estate developmerit and its resale 
potential . 
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• Managenent Reqairements 

Real estate must be properly ^aanaged in order for it to 
produce economij: returns to its owners and investors^ 
Tenants^ repairs^ maintenance an: operations all demand 
attentjoni Care must be taken to select your property 
management^ team and arrange for all the guidelines^ pdlicieis 
and procedures necessary for operating an effective and 
efficient income-producing property, Mpreoverr specialized 
servi c^es ( I.e. tax accountants and lawyers) are often 
nec:e_ssary to maximize the ove ra ll__retu rn from the 
investment^ because tax laws seriously affect the investment 
returns accruing from ownership. 



These basic characteristics of real estate must be kept 

squarely in mind in the process of evaluating transit-related 
real estate equity opportunities. And of these basic 
characteristics^ location and the local economy market play ah 
essential role in determining the type and success of joint 
deyeiojDment pro jects. Furthermore., investing in a joint 
development project is like other real estate investments, in 
that these are long-term oppoftuhi ties requiring substantial 
inyestment of capital and demand constant supervision of the 
investment to ensure a maximum return^ 

Owning investment, real estate Is hot unlike owning a small 

business. Some would claim that it is easier than owning a small 
business, while others claim real estate development is a highly 
specialized business. The fact of the matter is that real estate 
ownership requires no more technical knov^iedge than do modern 
security investments such as stocks and bbhds. Nevertheless, one 
thing must be kept clearly ih mihdi Practically ail the wealthy 
real estate entrepreneurs becaime so through organizing investors 
into groups rather than through developing or acquiring income 
producing properties by themselves. 



III. BENEFITS OF INVESTING IN REAL ESTATE 

When all the fanfare is bver^ there aj-e only three basic 
investor goals: U) Security, (2) Income, and (3) Value 
Appreciation. The financial behef its and financial risks of 
real estate i nvestment vary according to the kind of property, 
financing^ timing^ marketability and location^ Additionally, the 
special characteristics of real estate itself greatly influence 
the economic return obtained for the investmeht. 

In Chapter One, the finahcial benefits of income-producing 
real estate investments were introducejJi These financial 
benefits are restated ih this sectioh albhg wi^h other benefits 
generally attributed to real estate investments. No-t every 
property offers these benefits to the same degree . Nor can every 
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investor use the same investment tc realize the same level of re-^ 
turn because everybneVs financial status cJiffers in terms of tax 
status, credit stancJing, source of financing and other income. 
Nine benefits of investing in real estabe are: 



• Leverage 

The use of debt financing (mortgage) has two major 
advantages. First, debt financing means that real estate 
can be purchased With relatively small down payment (10% 
to 20%) to gain cbritfol of large investments while taking a 
long length of time for repayment. This enables you to 
leverage your investment to control higher priced properties 
ah'i earn large returns on the cash invested. Second, debt 
financing on real estate projects are usually non-recourse 
loans (i.e. A loan in which the borrower has no personal 
liability, and the lender's only recojurse in the event of a 
default is the assumption of ownership of the collateral 
security (real estate improvement and land) on the loan) • 

• Casb Flow 

Real e s t a t e _ o f f e r s the opportunity for your cash 
investment to yield an income stream during ownership (gross 
income minus debt service and operating expenses) . Before 
tax yields of 10% 15% are common in real estate. 

• jincoiie Tax Benefits 

Real estate allows you to shelter your income. This is 
possible because both interest and depreciation are 
deductible from the net income of the property and other 
ordinary income. Income received from the sale of the 
property after one year is called capital gains and is taxed 
at a much lower rate than ordinary income. 

• TaacFree Refihahcihg 

Proceeds from ref inane ing property are hot taxable 
income to_ the owner. Therefore, refinancing is a way to 
recover your cash investment and, in some cases, your profit 
is tax free. 

• Equity Btaild-Up 

fts the mortgage on an income producing property is paid- 
off, the value of your equity investment wHi steadily rise. 
Most inc^me--produc i ng real estate mortgages are n^ot fuii^ 
amortized since there are obvious advantages to refijiancing 
the property^ For example, if a property is ref inancedj 
cash received on borrowing is not taxa^ble, even though an 
investor may have borrowed in excess of the property's 
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basis. The owner's price for tnis privilege is the payment 
of interestr an expense th?t is normally deductible. 

4i Appreciatidh 

The value of commercial real estate increases not only 
because of inflation but also because over time rents will 
increase, thereby increasing the economic value on 
capitalized cash flow of the project. 

• Stability of Growth 

Real estate values and pricesr although influenced by 
current interest rates, have historically exhibited few of 
the fluctuations of other investments. 

• bivisioh of Ownership 

Real estate investments have the unique characteristic 
which allows the ownership to be divided among an unlimited 
number of investors which reduces your initial investment 
while at the same time reducing the assiociated risks of 
ownership. it is an attribute of real estate investments 
which allows you to invest in multi-million dollar joint 
development projects as ah equity partner. 

• Nahagemeht Control 

Real estate investments require a development tea^ of 
professionals to take the in vestment from concept to 
operation. Throughout this development process you, as the 
owner (s), have control over hoWr when and by whom the 
project will be completed. Control over the investment is 
the key to its success. 



IV. RISKS OP INVESTING IN REAL ESTATE 

None of the benefi ts of invest i ^ real estate is 

available to the owner of real property without some amount of 
riski Virtually ail transit-related real estate development 
projects require new cqnstrujrt ion or substantial rehabilitation. 
Gonsequentlyr^ joint development projects have no history of 
bperatiohal cos t and cash fiowi By^ ^^^^^^ in the equity 

ownership of a joint development pro jectr certain cash outflows 
are sacrificed for uncertain cash flow^ Despite the fact there 
are guidelin^es (refer to which have been 

developed for various types of commercial projects* (i.e. hotels, 
retail, residential, etci), each real estate project is unique. 



♦These guidelines for commercial properties (i.e. retail, office, 
hotel, etc.) inciade such things as cost of (CONTINUE NEXT PAGE) 
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Pbrecastihg the tuture cash flow from a real estate 
investment is risky* Risk is associated with the inability to 
forecast a number of variables accurately. Since it is very 
difficult to forecast future events With accuracy, the difference 
between expected returns and actual re.turns is the extent of the 
financial riski 

How appropriate an investment decision is can only be 
evaluated by how well the investor^ in this case the DBE 
investor, knows his/her financial Objectives and financial 
strengths and weaknesses* 

You may have heard the phrase "The higher the risk - the 
higher the return." Perhapis this is true but many people take 
unnecessary risk because they do not Understand the causes of 
risks and how to minimize risks* If you must rely on others for 
all your real estate investment advice or if you have to make 
intuitive decisions through lack of training or knowledge of the 
nature of real estate investing, yo'i increase the chance your 
investment will not meet your financial objectives (see Chapter 
Pour) . 

The following provides a brief description of the six most 
common risks associated with real estate development investments: 

• Business Risk 

The "business risk" is the risk that the transit-related 
real estate develbpmeht project in which you are investing 
will go bankrupt due to problems in construction, poor 
market conditions or insufficient capital. Specifically, 
the project could be delayed by ah act of God from storms 
and floods, storage of materials, labor strikes, and 
construction problems {i.e* hitting rock, etc.). Delays in 
project construction restalt in additional and unexpected 
interest cost during a period when there is no income 
stream. As a result, the greatest personal risk occurs 



* CONTINUE FROM PREVIOUS PAGE cons t r uc t ion , Op t i m a 1 size of 
retail space by type of user, space e f f i c i ehcy of o f f i ce 
configurations, size of typical hotel rboms^ expected financial 
cost centers within mix of commercial space, local historical 
leasing rates and hotel room rates, management requirements, etc. 
Lenders also use these guidelines in the explanation of real 
estate projects. Therefore, it behooves you to Compare your 
project design and financial projections with these guidelines. 
If your project differs from these guidelines, yoU must know how 
arid Why. Herein lies the unique aspects of your project which 
must be justified. The Urban Land Institute in Washington, D.C. 
has an excellent series of publications on real estate 
development guidelines. 
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during construction prior to obtaining jpermanerit financing 
( i.e. non- re course loan) . Add i t i ona 1 iy ^ the revenue 
projectiqns may be incorrect due to a lack of understanding 
of market conditions^ economic recession^ or changes in the 
market which could have negative impacts on_ theproject's 
revenue. These types of business risk are fully assumed by 
the real estate investors. As a general partner or majority 
owner, you take on the major liability in case of business 
failure. The risk can be reduced by sharing it with other 
partners or participating in the investment as a limited 
partner in which case your liability is limited to your 
investment contribution. 

• Interest Rate Risk 

The interest rate risk has three major dimensions which 

Influence the potential return on investment: 

^ Interest rates may go up during the time you are 
negotiating the purchase or seeking financing. This is 
pa r t i cu 1 a r 1 y a concern in large real estate 
developments which may take several months from the 
time the investment opportunity was identified to the 
time construction and permanent financing is secured. 

- Non fixed-rate financing has the potential to greatly 
disrupt your construction cost projections and affect 
your operational expenses. 

- Increased interest rates can make it more difficult to 
sell your property when the time comes. In other 
words, your property may be prr .^icing a relatively good 
income, but the cost of financ!:?^' due to high interest 
rates may make your property urcconvmical to acquire. 

9 Market Risk 



The market may change dur ing s i rue * on of your 

project therefore negatively impactir:<; <■ \ your projected 
income. This may be the result of eith4. unrealistic market 
demand projections or the result of re5?.oiu i , n^^tiohal^ or 
^O^s^'^si t ional economic conditions which ^^'•e beyond your 
immediate control. 

m Purchasing Power Risk 

Although real estate values re-sporid well to inflation, 

there is still the risk that when you get your money back, 
it will buy less than when_ you invested it. If the level of 
business risk is acceptable, then the investment stands a 
very good chance of preserving purchasing power during 
periods of inflation. 
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• Political Risk 



Adverse government action can arid does affect the value 
of the investment. Real eistate i rivestbrs face a higher 
degree of politicai risk because their investment is tied to 
the land which is subject to loral governmerit zoning laws 
and variances^ road locations^ etc. Inregard to joint 
development projects, local political risk concerns are 
usually resolved__pr ior to the formal announcement for 
request for proposal. Additionallyr at the national level r 
government regulations may modify tax shelter benefits and 
affect the financial iristitutions lending policies. 

• Liquidity Risk 

this is the risk that you may lose some or a major 
portion of your investment in the process of converting your 
investment to liquid assets, le.g,^ cash) as a result of a 
forced or untimely sale, ftdditioriallyr in the event you are 
one of many investors in the development project^ it may be 
impossible for you to sell your minority interest at your 
conveniences therefore, you should have the financial 
ability to carry your investment for a substantial number of 
years. 



V. SPECIAL CbMSiDERftTieSS IN INVESTING IN JOINT DEVELOPMENT 
PROJECTS 

Real estate investments can of fer extraordinary returns on 
your investment when cojnpared to other traditional forms of 
investment. But deciding to go into real estate is only the 
first step. You must carefully examine each and every real 
estate investment opportunity to ensure it meets your personal 
financial objectives, within the constraint of available 
resources. 

In the beginning of this chapt::rr_ joint develbpmerit was 
defined as_a real estate product: which rosults from an investment 
decision. This investmen dec ^ston must take_ into consideration 
the inherent character i . ticc of transit-related reai estate 
development investments- It Ik these character isttes of joirit 
development which impoiV- 5pe.2lai prerequisites on equity 
investors be they minor it; or cci^ierwise. Among th^-se are the 
following: 

• Magnitude of the itiv^rtmen; 

Although joint ae v , 1 ^r^^; : pr^:^^ :ts vary in size and 

scbpe, for the most pav^ v^-- . are xlti-mi llio^n dollar 
commercial real estaca rrr- : (hotei- office buildings, 

shopping centers, etc.). - ^- ^;n:< :ic?e of such priiects 

may limit the level of ^ajc t = st - on of poceritiai DBE 
equity investors. 



• edinpetitive Bidding Procedures 

With rare exception^ obtaining the "development 
rights" to a transit-related real estate development site 
owned or substantially controlled by the local transit 
agency requires the preparation of a competitive bid 
proposal. Given the competition for a proposed joint 
development site, DBEs must evaluate their ability to 
prepare a winning proposal (refer to Chapter Four). 

• Multitude of Actors 

Bringing a joint deveibpmeht prq^ject to fruition 
reqLuires the coordinated efforts of many professional 
services and public agencies. Among these are: 
architectSf attorneys, developers, contractors, lenders, 
public officials and political leaders. To succeed, it 
must be a team effort made up of experienced individuals 
who have undertaken similar commercial projects. DBEs must 
carefully choose their development team and ensure - 
ongoing coordination and communication among t^- 
appropriate development team members and public secto 
representati ves. 

• Unique Product 

^" joint develbpinent projects, the equity investcrg are 

buying a pro forma (hypothetical) bottom line. As previbusly 
noted, guidelines do exist for designing the project's 
commercial mix and structuring the financial projections 
based on other similar projects. Nevertheless, the proposed 
project does not exist and no historical earning records can 
be examined. Since there^s no history, the investors' 
understanding of the marke±£l_ace and the needs of the uses 
of space is even more "important. 
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The following Illustration Hi.k attemptis to compare and 
contrast the distinctive characteristics of joint development 

projects with typical real estate development projects. 



Illustration III.A 



CHARACTBBISTICS OP TYPICAL AMD TRANSPORTATION- 
RELATED REAL ESTATE bEVELOPMEHTS 



Chacacteristlcs 
(Dtmensions) 



Typical Real Estate 
Developments 



Transportation-Related 
Real Estate 
Developments 



Cost (HOW Much) 



Participants (Who) 



Type of Development 
(What) 



Length of Development 
Period (When) 



Location (Where) 



Development Process 
(How) 

Purpose (Why) 



May Range from Low Cost 
(Thousands) to High Cost 
(Millions) 

Architects, Attorneys, 
Developer Si Contractors, 
Lenders, and Related 



Commercial , Industrial 
HOQS f Medical^ Etc. 

Ranges from Less Than 
One Year to Longer 
Depending on Project 

yirtoally_Unrestr Icted, 
Wherever There Is 
Opportunity 

Real Estate Development 
Process 

To Respond to Need for 
Specific Type of Real 
Estate Development 
Proposed 



Sorinally Multl- 

MtlllonDollar 

Projects 

Includes those 
Involved In Typical 
Real Estate Develop- 
ments plus the Local 
transit Agency arid/ 
or Development Auth- 
ority 



Normally Income- 
Prbduclng commercial 
Properties 

Normally Long-Term 
(5-10 yrs.) from 
Start to Finish 

At Stteof transpor- 
tation Improvement 



Co-Development 
Process* 

Same as for typical 
Real Estate Develop- 
ment Plus TO Further 
Puk)lic transportation 
Objective 



construction and operation); 
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Vii DETERHINING YOUR FINANCiAL OBJECTIVES 

___ Equity ownership in transit-related real estate development 
can offer extraordinary financial benefits. This is tidl if and 
IcHnt tS".f" ^""i^i^tly secure in your financial losit on to 
inveltmeSt risks associated with this type of long-term 



For this reason^ every DBE contemplating ah equity investment 
In ^c^rrent^^f °P"f"? project should ha v^ I financial plan Baled 
on current financial position and income and on reasonable 

Irl^eadin^^h^' C*^^"°«s are, if you 

|re reading this manual, you already have a personal financial 
plan and an investment portfolio. The important thing now il lo 
evaluate where you are in achieving your personal f inanltal 
objectives in order to determine what type of eqSity owslrlhiD 
needs' development project will beJ^? suiVjour^in^es tmen? 



We 

useful 



"^^^^ ^"^^^^y ^^'^^^^^ree life cycle investment concepts 

making real estate investment 

concepts are: 



decisions. These 



• The investor life cycle 

• The real estate investment life cycle 
c The ownership life cycle 

These^ concepts attempt to integrate your personal financial 

in^:?iiri ^'^^ S""^ corresponding ^benefits and risks 

Ki?!^^ in real estate investments in general and transit- 
related real estate investments in particular. illustration 
III.B describes the interrelationship Long ilfese conce^^^^^^ 



lllL'.stratidn lll.B 
IHTBRRELATidNSHiP OP LIFE CYCLE CQHCEPTS 



INVESTOR 
LIFE eYCEE 

Define amounts and 
types of returns and 
risks that are 
acceptable 



REAL ESTATE INVESTMENT 
LIFE CYCLE 

Choose stage of life 
cycle that represent 
acceptable returns 
arid risks 



OWNERSHIP 
LIFE eyCLB 



Analyze returns and 
risks using full 
life cycle cash 
flow forecasts 



Let us now examine each of these life cycle concepts in detail, 



56 



EKLC 



K> The Investor Life Cycle 

It is cbmmdnly believed that ail investors experience a 
"life, cycle" of their own, one that is related primarily to age, 
in Which they seek_ di f f erent types of returns and risks at 
different stages. These stages are: the Feeding Stage, the 
Growth Stage and the Benefit Stage. the Feeding Stage is the 
period during which savings fromone or several income sources 
are used to create portfolio investment assets. The emphasis at 
this stage is on a personal budget. Such a budget is essential 
in planning for the systemat ic saving that will provide the 
capital to be used in acquiring appropriate assets for your 
portfolio.. The length of time j^ou remain in this stage is 
directly related both to your willingness to sacr^ifice immediate 
wants in order to maximize saving and to the success of your 
investments in producing expected returns. 

The Growth Stage is achieved when the pbrtfblib is capable 
of _ prbducing income (ordinary income or j:apital gains) in 
sufficient quantity so that your investment and reinvestment 
goals become self-sustaining. At this point you may produce a 
synergistic effect by continuing to feed savings into your 
investment portfolio. 

The Benefit Stage is achieved when tne portfolio is 
generating current incom^i sufficient to satisfy your personal 
financial objectives^ plus provide for man^age^ment c 
allowing you, the DBE investor^ to conserve the capital assets of 
the portfolio. In this stage, your investments are generating 
enough income to make you "financially independent**. 

The fplicjving are examples of individuals who have gone 
beyond the Fei:cfing Stage. 



Hr> Janes Hog^arg 

Mr. Janes B. Howard is currently a s'[cce^?sfui 
black attorney special i zing in i nte rne t i onai iaiWi 
I:;. 1960 he graduated f rom la w ^ohoci; That s^nte 
ear he established a financial pian to acquire a 
iiet V -^rth of $500^000 by 1980. -^.s a law ci^rk he 
save:; 100.00/mbnth for two years; After piissing 
the ba?_ examination in 1963, he increased his Sc;v'ing 
to $300.00/nionth. By 1965 Mr« Howard i v^_ $10,000 
in savings. He used $5. '^00 for a do-cn p.>ymcnt on a 
$22r5j00 home. He placed the other $5,0P3 in lew-- 
risk blue cl:ip stocJiS. As yiis salary increassd, Mri 
Howard ihcrerised his savix»'5S. 

By 1972, Mr. Hovrard was ready to leave the 
Feeding Sti.ge and enter the Growth Stage. He had 
$28*00g in savings. He boriowed $32^000 oh the 
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appreciated value of his hbihei He invested $60^000 
in acquiring a tw:ehty--uhi t apartment building. The 
pdsitivie cash flow and tax benefits from this 
incdme-prbducing property allowed him to save an 
additional $50,000 by 1975. He sold the apartment 
building and. purchased _an 80^uni t apartment building 
with_part of his profit and savings. He diversified 
his financial portfolio with higher risk stocks and 
bonds and with the other part of his profit and 
savings.. By 1977 Mr. Howard had a net worth of 
$50j3^000. _ He continued to buy and sell 
residential/ commercial real estate and continued to 
save from his salary. By 1980 Mr. Howard had a net 
worth in excess of $1,000,000 at the ripe old age of 
AS. 

By the. standards set for himself, Mr. Howard 
had achieved the Benefit Stage of his investor life 
cycle in 1980i 



Gregory (Sarcia^ 

Mr. Gregory D. Garcia is a successful entre-- 
preneur in a variety of businesses. His parents 
were migrant farm workers from Mexico. He finished 
the eighth grade in 1952. That same year he started 
working as a full-^time cook in a Mexican restaurant. 
His first major personal goal was to graduate from 
high school, which he did in 1960. His second goal 
was to own and operate his own restaurant. With 
$1,500 in savings, he leased a two-story bui Iding to 
start his own Mexican restaurant in 1961. With his 
family living on the second floor above the 
restaurant, he was able to save extra, money. With 
his wife as an employee, he was a bile to further 
reduce expenses daring the formative Feeding Stage. 

By 196 7 Mr. Ga rcia was ready to expand. He 
acquired a fifteen year lease on a larger building 
in an e x c e 1 1 e n t 1 o ca_t i o n to opieji his second 
restaurant. in the Spring of 1970, Mr. Garcia 
obtained financing to construct his own building for 
his third restaurantnext to a large shopping 
center. With three successfux restaurants in 
operation, Mr. Garcia was now beginning to save a 
substantial portion of his income- He had now 
entered the Growth Stage. 

Between 1975 to 1980, Mr. Garcia purchased and 
sold various income producing properties. By 1:^80 
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Mri Garcia had a net Worth in excess of $2;5 million 
with ownership interest in his restaurants^ a local 
chain of hardware stores, residential property and 
two shopping centers. 

Despite the accumul a t i y e wealth of Mr. Garcia^ 
his personal financial objectives remain 
unfulfilled. He continues to operate as if he just 
started the Growth Stage. 

The important thing to note from these examples is not the 
amount of net worth, but rather the fact these individuals set 
but to deliberately pass through each stage of the investor 
cycle. According to the U.S. Deparfcment of Labor, less than 3% 
of the population in the United Sta<:es retire financially 
independent of "social secur:.ty" Tru purpose, then, of these 
examples is to highlight the way ■ i whl^h an individual can p|ss 
through the investor cycle if he/^iifc establishes a financiai plsx 
With specific financiai objectives 

The mc*-ivating force underlying the "investor life cycle" 
is your personal beliefs and values as they relate to savings and 
investing. In other words, your personality and attitude towards 
investing are important factors in determining the siitability 
of any real estate investment* Investing in real estate, 
therefore, requires that you determine how you feel about such 
things as liquid investments, complicated documents and financing 
arrangements, and the possibility of wrestling with the tax code. 

Although there are no fixed decision rules, the following 
personal financial assessment, illustratipn III.C, can assist 
you in determining your "suitability" in participating in 
transit-related real estate development- As you go through this 
personal financial assessment keep in mind that there are 
different ways of investing in real estate development projects. 
The method of investing in a project must be directly related to 
your financial objectives, level of acceptable risKs and desired 
benefit. 

The questions posed by illustration III.C must be addressed 
and truthfully answered. This exercise will assist in evaluating 
your strengths and weaknesses as a potential DBE investor*. 
Knowing yoUr strengths and weaknesses, you are now in a position 
to formulate a strateg>^ to leverage your strengths and overcome 
your weaknesses as an equity owner. 

*The questions poied by illustration III.C also apply to non- 
profit community econom i c . deve lopment corporations. These 
organizations must make an internal evaluati^on of their 
organizational priorities, organizational capabilities and 
financial resources to participate in joint development equity 
opiJortuni ties. 
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Illustration III.c 



PBRSOMAL FINANCIAL ASSBSSNBNT 



STEP 1. EVALUATE YOUR FINANCIAL POSITION 

Is youfhousehcld income high enough to require you to set aside additional Income in order 
to pay large tax bills at tax time? 

Have you satisfied /our own housing preference by owning or renting? 

c. Arc you_ adequately insured_^gainst appr bpir late risks? For an individual five types of 
insurance are usually necessary: life, health, hazard, business and personal liability and 
disability. ' 

a. Have you set aside savings, cash value of insurance, and other liquid assets to provide for 
emergencies? 

e. Do you have an estate plan for your heirs? 

f. Is your income level high enough to benefit from tax shelters? 

g. Are your liquidity reserves adequate for the risks associated with your current investments 
and those you contemplate in the next few years? 

These questions should be satt^^factorily answeried In the positive before you seriously consider 
Investing in transit-related real estate investment projects. 

STEP 2. ESTIMATE ¥OUR NEED OBJECtlVES 

a. Are your investment needs long-term or short-term? 

b. Do you seek income or capital growth? 

c. Is your level of risk aversion high or low? 

d. WhJt _ts the mlhljnally acceptable average annual rate of return (after taxes) for a real 
estate investment? 

If your financial need objecti^^^ axe_loQa--te£m, capi tal growth, and ri^k aversion is relative'^ low 

^h^'fl^lav?" l^^V^^S'"^^^'^^ ^ niajor financial burden on you^^Jlf 

?o?i« real estate investments may -be appropriate for your financial pert- 

STEP 3. DETERMINE YdUR TIME COMMITMENTS 

development? follow your local political seine regarding tran3it-related real estate 

b. Do you have time to investigate transi t-relatt real estate Investment opportunities? 

rf^.fi^o devot^ to identify, organize and mana^e tlie^^ arid financial 

resources necessary to take advantage of a joint development opportunity? 

^' What adjustments to your _si:hAdtaeL_cari be ihade to allow you to spend the time in mor- fullv 
participating in this joint development opportunity? ^ 

tL^t'of fpas^lfie^fn'^^si^r/ "-'^-n* va% \ro. ihat of a fu'll-Vl^°e''a^tivrpi^?lcS"pln%'°^^ 



STEP 4. IDENTIFY POTENTIAL INVBStMEMT ASSOCIATES 

^' inves^ei?^ friends and associates who have a similar interest in transit-related 

^' Sf"^ y^"^ ^/^®"«^ify ^i"^ are experienced and knowledgeable in rial estate 

development or joint development? ^ 

c. DQ_you have^establt^ed business relationships with local lending institjtions which can 
assist you in Identifying and securing financing? 

ti^'cSmblo.r^^^/^'^^ DBEE must ricrgnize the necessity 

triVnill similar financial objectives. 

Bringing together the right group of investors and deve lopjiLent experience Is an esaentl-l 
prerei^UlsIte. Without the financial resources or the development e^p/rii^^^^^^ .^f l!3: 

near iiMposs<bt<&.* 



J , - . . resources or the development experience to pursue ioint 
development equity opportunities, DBE equity participation is HUfsue joinc 
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B. The Real Estate Investment Life Gycle 

The real estate investment life cycle divides, real estate 
investments into three distinct stages: (1) Originatibn^ (2) 
Operation, and (2; Termination. Each stage of the investment 
cycle offers unique financial benefits and risks. With their 
personal investor life cycle in mind, DBE investors must 
determine in which stage of the real estate investment cycle 
(i.e. origination or operation) their personal financial 
objectives can best be met. 

Tc c»btain a Be 1 1 e r uhd e r s ta nd ing of this real estate 
investlren:. principle. It may be useful to analyze the "life 
cycle" f a real estate investment a little closer. During the 
Ot-iginaiti jn Stage of a joint development pro ject (usually new 
construction), the development entity is establishing the 
financial feasibility of the project, preparing the architectural 
plans, securing financing and constructing the project. Since 
the project is not generating income^ but rather incurring cost, 
the financial beneti^^^ during this initLal period are primarily 
in the form of tax benefits *i.e. deductions from personal 
income) to the developot'^n*- entity participants. As such, should 
you decide to be one the initial participants in the 

development entity, your investment is totally at risk. You are 
investing in your ability and that of your investor group in 
bringing the project from concept to reality. The financial 
risks ar^ high, but the financial benefits can be great. In this 
situation, you mi;.st determine the level of financial resources 
you can place in total risk and you must determine your 
participation in the project. 

Ordinarily, investors most wilHhg to participate in the 
Origination Stage of a project are in the Growth and Benefit 
Stages of their investor life cycle. 

During the Operation Stage (i.e. project built, and 
generating income), the finanoial benefits accrue primarily in 
the form of cash flows and in the form of tax benefits. Cash 
flow or income generated by the project can be distributed to 
participant! after debt financing and operating expenses are 
covered. Further, both cash flow and tax benefits are 
distributed to equity participants according to their prearranged 
ownership structure of the project. Based on your capabi li ties 
and financial objectives^ you may decide to take a limited equity 
ownership* role in the Operation Stage^ The decision to invest 
may be made after the "development rights" to the site a_re 
secured by the initial development entity. Under this scenario, 

* in order to raise the necessary equiity capital ^ a development 
entity will usually seek out limited equity investors. For their 
investjnent, the investor is usually offered a certain propose d 
j-^te of return on the investment, lidbility limited to the amount 
of the investment and freedom from management responsibility. 



61 



73 




pnase ot the Origination Stage* The actual commitffient of fundi 
|f_Asua.lly |Lade_ contingent: oh finii approval of permanent 
financing (NOTE: Permanent financing is normally approved dhlv 
after the project is built and has received a certificate of 
occupancy). in this manner, your investment avoids the 
uncertainty of the Origination S tatei 

• _ The Termination Stage in the real estate investment cycle 
is chejjoint where investors obtain their final return on their 
investment^ (i.e. equity build-up and appreciation). These 
financial ^enefits are achieved as a result of selling or 
refinancing* the project. At this staje, the project investors 
can accrue two important benefits. First, if the project is sold 
after one year, the prof its generated are taxed at a lower level 
(capital gains rate). Should the investors decide to refinance 
lax f ree^^*^' profit made from such refinancing is normally 

-Illustration ill. D provides a schematic presentation cf the 
possible financial benefits accruing to a "hypothetical" DBE 
development entity composed of a developer/equity investors and 
ii minted equity investors^ 



illustration III.D 

FINANCIAL BENEFITS OF SELECT EQUITY PARTICIPANTS 
THROUGHOUT THE REAL ESTATE INVESTMENT CYCLE 



'3QUITY PARTICIPANTS 



ORiSiNATibN 



OPERATION 



TERMINATlbN/ 



Developer 

or 

Developer Group 



Initial Equity 
c. vestors 

Limited Partner 

Investors 
(passive investors) 



Developed :3 Fee** 
Tax Shelter- 



Tax Shelter 



Management Fee 
Tax Shelter 
Cash Flow 
Other Fees 

Tax Shelter 
Cash Flow 

Tax Shelter 
Cash Flow 



Profit from Sale 
Or Refinancing 

Profit from Sale 
Or Refinancing 

Prof it from Sale 
Or Refinancing 



^H?,^i ivJ^ ^5^"*" u ^''^*^''"''*'^^^^^ ^i-e. income to investors) 

usually exceeds the tax benefits seven (7) to ten(10) years into thJ 
Operation Stage. At this point, it is in th^ belt in^ter. t o? the 
investors to either sell or refinance the project. 

**ln most major real estate development projects, tha devel5pe^ has a'l 

1?^!^ f project. Since there is no income being generated by 

lihF^.V 1 °"J^ing the origination Stage, the developer, as an equity 

bFinoin^a th^ ^r"^^^^^^^ an'^active manager in 

bringing the Project to reality, the developer also receives a "fee" for 

H«n^ • -^^^ timing of this fee is a nagotiabie matter 

among the project owners* o'-'j.c nidcter 
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Several caviats_ apply to the above chart. Since real estate 

development can involve a variety of pri v3to sector partieipant 
the chart describes only the most comviion and simple development 
entity compositions. Again, almost every aspect of equity 
ownership in real estate development is negotiable . The re are no 
set patterns for allocating financial benefits among private 
sector participants. It is never theless i mportaht that all 
participants understand what type of financial benefits can be 
expected at different stages of the investment cycle. 



C. The Ownership Life Cycle 

The ownv^rship life cycle has become a very populnr way of 
describing the anticipated costs and benefi ts of an investment 
over the expected ownership period. While an ownership life 
cycle can conceivably cover the entire life of a real estate 
asset (from construction to demolition 40 to 50 years later) r it 
generally encompasses a much shorter time span. The ownership 
life cycler under cur rent econom ic cond i t ions and tax laws, 
usaaiiy varies from one to ten years depending on the financial 
objectives of thci equity owners. 

Within the expected ownership period, all anticipated 
financial benefits can be calculated for each stage of the real 
estate investment cycle. The steps used in ieadihg to an 
investment decision are summarized in Illustration lii.E. 



STEP 1: 



Illustration III«B 



SUHMARY OP dWNBRSBIP LIFE CYCLE PIMAHCIKL ANALYSIS 

PROJECT CASH MOW AHD APTER-TAX INCOME THROUGHOUT 
INVBStM£NT CYCLE 



ORIGINATION 

The investtneot 
Tax structure 

Flhanciog 

Total Investment 
After-tax investment 
Sources of funds 



INVESTMENT CYCLE INPUTS 

OPERATIONS 

Scheduled grpsa returns 
Eifectiye revenues 
Operating expense 
bpera'j ing income 
Debt service 
tax effects 



Cash flow 
Tax effect 

total current benefit 



ESTIMATED RETURN SCHEDULE 

Cash fl0tf_ 

Tax efCect 

Total current benefit 



tERMINAtlON 

Net sales price 
Taxable income 
Tax on sales income 
Use of funds 
Loans 



Cash flow 
Tax effect 
Total current benefit 



STEP 2: measure; PROPITABILITY AMD RATES OP RETURM - _ . 

Usl_ng the estimated return schedule in Step 1, 
calculate the profitability, rate-of-return estimates, 
risks and sensitivity to chahgeis in assumptions, 

STEP 3s THE IMVBStMBMT DBCISXOH -- - , 

the decision to purchase, negotiate^.orreject is based 
oh Step 2 factors SQch ast pji^tentjal, for increased 
income, alternative financing, reallocation of risks, 
e tc • 
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_ In Step 1, projections of cashflow arid after-tax income must 
be calculated for each phase of the investment cyclei This is 
absolutely critical for ail equity and debt participants in the 
proposed project* DBE development entity participants need to 
know their projected costs and benefits at each phase of the 
pro3ect. Similarly, limited partners and other equity investors 
need^ to Jcnow how to compare this specific real estate investment 
With other competing investment opportunities. Last but not 
least, the permanent lender needs to know what net operating 
income (NOI) to expect for repayment of the long-term loan. 

^ in Step 2, the base data developed in Step 1 is transformed 

into different measures of profitability to satisfy the internal 
criteria of the various investors.* 

Step 3 iS^ the decision point. One of two things can happen 
at this point: 

• Based on the data developed in Step i, ail parties are 
pleased with their p&tenj^al return on investment; or 

• Based on the data 5f Step 1, all parties are not pleased 
with their potential return on investment; and therefore^ 
an adjustment must be negotiated among the participants.** 

The^ ultimate purpose 5f Step 3 is to come to an investment 
decision. The important point to understand here is the emphasis 
place^d on assam pticms . All p&rties are making investment 
decisions based~on financial projections derived from assumptions 
about ^the marketability of the project, total cost of the project 
to build, expected revenues, and eventual sale price one to ten 
years in the future. 



*Each investor must compare competing investment opportunities 
with _ their own financial objectives and their acceptable levels 

of risks. ft simple rule of thumb for comparing investment 

opportunities is to use the after tax return on low risk 
investments such as Treasury Bills, money market funds, municipal 
bonds, etci as a bench mark. if the proposed ,ifter tax return of 
a_ real estate investment can substantially increase your return 
given an expected risk, real estate investments may be right for 
inclusion in your financial investment portfolio. 

**fhe data developed in Step 1 can be modified by changing the 
assumptions, changing the design, changing the basic relationship 
among the participants, and/or getting new participants with 
different profitability criteria. 
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Vli. CHObSIHG THE RIGBT TYPE OF EQUITY OWNERSHIP 



We now come to the heart the matter • the selection of 
the proper legal form of business organizatiohi 

The importance of the legal business organization form of 
the investment cannot be ove r--emphas i zed r Because to a great 
extent the organizational fcrm dictates the level of debt 
possibl>^ in relation^ to equitjr. Moreover^ selection of ah 
appropriate ownershij? vehicle can substahtiaiiy influence the 
control on the investment by the investor r his/her personal 
liabilityr income tax benef its, and the ability to transfer or 
use ownership interests as collateral. Consequently ^ the 
tGlidwing factors, must be considered wheii selecting ah 
appropriate ownership vehtcla: 

m nature of the property; 

• risk associated with the venture; 

• financial resources of the investor; 

Q amount of liquid investor assets (i.e. cash); 

• desire to maximize tax benefits; 

• desire to reduce personal Itabtltty; and 
project. 

• desire to manage the construction and operation of the 
project. 



A. Selected Real Estate investment bWhersfalp Forms 

illustration lil.F provides a summary of the features -^^^ 
the most commonly used forms of ownership for real estate 
ventures. Each form of business organization of fers a unique set 
of characteristics which addresses the above stated factors to 
varying degrees. Of these ownership forms^ the three most coihihbh 
ways of talcing ownership of real estate are: corporatelyr 
individually or with others in general partnership, or in a 
limited partnership. DBE investors are well advised to seek the 
advice of a tax accountant and an attorney specializing in real 
estate ventures before entering into a legal agreement to invest 
or participate in i joint development equity ownership opportunity. 
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Syndications 



Syndications are a very imp6r_tant form of group ov/nership 
deserving, of special attention by DBE investors. The concept of 
syhdicat ijc)ns__w_as introduced in Chapter Two as a potential 
strategy for DBEs to participate as passive investors in a joint 
development equity opportunity. Basically^ a syndication may be 
thought of as a mechanism through which equity capital is raised. 
The organi za t ioji of investors arid management of the investmont 
{i.e* state and Federal reporting requirements) is handled by the 
syndicator, who often is a general partner in the syndication. 
At minimum^ a syndicator should have the following credentials: 

• knowledge of real estate; 

•knowledge of the joint development property being 
syndicated; 

• understanding of real estate finance; 

• some knowledge of construction, management, and 
marketing; 

• understanding of the local market in and around the site; 

• good comprehension of current income tax laws; 

• network of contacts among lenders an.i financial 

institutions; and 

• a good "track record". 

The business form these syndications take varies according 
to the nature of the property, its economic value^ the necessary 
equity monies to be raised, and the financial strength and desire 
for tax shelter or risk minimization by the investors. Based on 
these considerations, ah appropriate legal entity is selected to 
accomplish the investors intended purpose. The syndicator then 
does the following: 

• Prepare the "offering" in accordance with the rules and 
regulations set forth by the Security and Exchange 
Gommission (SEG) *; 

•Sell participation in the venture to raise equity 
capital; 

• This equity capital is then leveraged with debt 
financing to obtain all of the money needed to 
undertake the jo^' nt development project. 



*The Secur i ty and Exchange eommissibn is a U.S. government 
regulatory and enforcement agency which supervise.s investments, 
trading activities and administers secur i t i es statu tes. Real 
estate investments are considered to be "securities". 
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It is important to note that an investor in a syndication 
may be subject to SEC securities rif^ulations. Before investing 
in a real estate syndication^ the DEE Investor should carefully 
review the rules, and regulations set forth by the SEC.__ In 
particularr Regulation D of the SEC defines an "accredited 
investor" • * 

Registering a syndication offering is very complexr 
expensive arid time consuming. There are two jnajor exemptions to 
registering a syridication offering with the SEC. They are (1) a 
private offering or (2) an intrastate offering, A private 
offering exemption is one in which, there are fewer thaa 35 
investors who do not meet the test of "accredited investor" as 
defined by Regulation D of the SEC. Additionally^ the use of 
general solicitation or general advertising for investors Is 
prohibi tedby the pf i vate of f er i rig rule. Very important^ the 
private of feririg rule does riot eliminate or reduce the 
responsibility of the syridication to full disclosure all risks 
associated with the project, DBE irivestbrs should insist that 
syridicatprs follow the disclosure guidelines of Regulatiori. D of 
the SEC iri preparing the prospectus for the protection of all. 

In order to meet the intrastate offering exemptionr all of 
the fpllpwirig tests must be passed if the offering is to escape 
jurisdiction urider the intrastate exemption: 

1,, The issuer (limited j>ar trier shlip or corporation) must be formed 
under the laws of a single state. 

2. Ail the 1 i mi ted par tner sh 1 p i nt^ or corporate shares 

must ^: ^Id and of fered to residents of the same state. Note 
that a single nonresident is of^fered or buys a single 
security^ the exemption is lost. The use of nominee^ to disguise 
the fact that a real buyer is a nonresident wi 11 not help j^ou^ 
Also, sales to res^d^nts who then resell to nonresidents make 
trouble for you. Indeed, any resale to a nonresident within nine 
months of the date of the last sale of the offering will 
disqualify the exemption. 

3* The issuer must Be a restt' ^nt of the same state in which the 
securities are being offered. 



* An a cered^ted J^n v e s tor tsy in shorty, an investor who is too 
smart or too wealth to requi re SEC protection. The SEC has eight 
categories of accedited investor ranging from institutional 
investors to the test for individual income. For example, there 
is the "Two Jiundred Th^ Income Test". This test 

requires that the investor must have an income in ex^^ of 
$200^000 in each of the last two years preceding the purchase of 
the securities and who reasonably expects an income in excess of 
$200,000 in the current year. 
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4; At least_ 80 percent o£ the issuer's assets must be located 
within the same state as the investors and offerees. Also, the 
issuer must derive at least 8(3 perrrent of its gross revenues from 
within the state, and at least 80 percent of the proceeds derived 
frqm_the offering must bo used within the state, in other words, 
the property, the investors, and the syndicator all must be 
located within a single state to escape SEC jurisdiction under 
the intrastate exemption.* 

As may be seen from this brief discussion on syndications, 
syndications are complex legal and financial transactions. 
Nevertheless, with proper preparation and professional counsel, 
syndications can offer an excellent way for DBE's to participate 
as passive equity owners in joint development projects. 

The importance of professional advice in transit-related real 
estate investments is par amount. Wi th few exceptions, joint 
development projects are intangible in the sense that the 
proposed project does not exist. You are investing in an "idea". 
Bringing that idea from concept to reality depends on your 
ability to estimate the following: the marketability of your 
idea; the total cost of constructing your idea; the gross income 
and operating expenses of your idea; ahd> the expected economic 
returns of your idea. Given this task, it behooves you to 
minimize the uncertainty and financiaL risks of this proposed 
idea by soliciting the assistance of professionals experienced in 
bringing real estate investment ideas from concept to reality. 

The principal purpose of this chapter was to raise questions 
which make you think about real estate investment decision- 
making. It is your responsibility to refine these Investment 
decisions and seek the assistance of experts to evaluate the 
options available for maximizing your retui oh investment of 
money, time and human resources. 



*Berman, Daniel, S.^ How to Put Together a Real Estate Syndicate 
or Jo int Venture , page 100. DBEs are encouraged to read this 
book and others on the subject of syndications^ 
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attPmFouR 
HOW n«ir ywir proiect to the 

DEJU-MJUailO STAOE AND llYOND 

ovimiw 



,. ^ t-^t us now review what the manual has attempted to 
accomplish thus far: 

• The manual began by defining joint development as 
b o t h a pub lie / p r i v at esectdr decis ion-making 
process and as a real estate product. The benefits 
ot DBE equity ownership were described as well as 
t h A ^ r ad i t i o n a 1 b a f f i e f s to D B E equity 
participation in joint development opportunities; 

• Chapter Two examined the joint development process. 
Emphasis was placed bri the interaction between the 
public sector development policies and the private 
sector investment oblectives leading to a deal- 
making environment. Within this framework both the 
p ub 1 i c a n d private participants negotiate 
"development rights anr* legal commitments"; and 

• Chapter Three focused on joint development as a 
real estate product. As a real estate product, DBE 
equity ownership in j o i n t d e ve 1 o pme n t is an 
investment requiring an investment decision. This 
investment decision must take into cbhsideration 
both the unique nature of transit-related real 
estate development opportunities and the 

readiness" of D3Es to take advantage of the 
iihanciai benefits and risks associated with equity 
ownership. 

This chapter is designed to show DBEs how a real estate 
development project is put togei... it is analyued; and how 
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it is packaged to obtain financing^ Einpha?=^is is placed oh the 
type of information heeded to make cfscrete yet cumulative 
decisions leading to a transi t-^related real estate ihvestmeht 
decision. To this purpose^ the chapter is divided ihto two major- 
parts : 



I. How a Real Estate Developmeht Project is Put 
Together 

11. Mow to Undertake a Preiimihary Ecohbmie Feasibility 
Analysis 
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li HOW ft REAL ESTATE DEVELOPMENT PROJECT IS PUT TOGETHER 

_^ The life cycle of any real e te development project 

includes its planning or origination ^ che ongoing operation and 
eventual sale/refinancing or term mat ion . To understand how real 
estate dev^Blopment pro^^^ together^ DBEs must go beyond 

these generalities and break down each stage of the investm(^ht 
cycle into d i st i net phases to examine the discrete investment 
decisions which must be made. Collectively^ these phases are 
commonly referred to as the "real estate development process." 
Illustration IV.A describes this interrelationship. 



Illustration IV.A 



INTERRELATIONSHIP BETWEEN TBE REAL ESTATE; 
INVESTMENTCYCLE AND THE 
REAL ESTATE DEVELOPMENT PROCESS 

REALESTATE ORIGINATION OPERATION TElWTNATiON 

INVESTMENT CYCLE STAGE STAGE STAGE 

Real Estate Concept Phase Operation Vermination 

Development >a8ibtltty Phase Phase Phase 

Process ^al Design phase 

aancing Phase 
c fraction Phase 



In regard to joint development prc:^ects^ the development 
process "phases" may be arranged slightly differently to reflect 
tl^e eb>-develapment involvement of the public and private sector 

part i c i pa n t s . As portrayed in Illustration IV. B, this 

rearrangement begins with the public sec*:or being the initiator 
of the Concept Phase (i.e. project conception). Both the public 
and private sector part icipants share in the Feasibility Phase 
decision-making. Since the Concept and Feasibility phases lead 
to the selection of a developer, these phases are referred to as 
"Predevelopmerit". The public sector*s planning and design 
criteria may also influence how the developer undertakes the 
engineering, and architectural/physical design of the project 
(i.e. Final Design Phase). Participation of the public sector in 
the Financing _Phase is a possibility in some situations. The 
Construction Phase may require coordination with the public 
sector's own constfuction schedule. Together the Final Design^ 
Financing a nd C on s t r u c t_i o n Phases are combined into the 
"Development" stage. Lastly, Operation and Termination Phases 
are called "Post Development" and may involve public/private 
management of the project. 

It should be noted that the phases within the cb-^development 
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ILLUSTRftTICMI lY.B 



THE CODEVELOPMENT L EOCESS 



PXASIBILITT AND FLAMHZMG STAGE 






COaSTROCTIOB STACK 
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Physical Deisign j 
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Financing 
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j Propes 



YEAR 1 



YEAR 2 



YEAR 



YEAR 4 



TKAk' 5 



The sequence above is substantia lly s^i mpl i f led, since individual steps (dendted by solid 
lines) may occur in a sojhewhat difEerent order, and often merr^e and overlap in tine. 
Moreover, certain ^ctlvl ties such as f easibi Xi ty aiialysis and physical design (denoted by 
dotted lines) continue through several steps in codevelopneht. Finally, the time required 
far.codevelopment is Highly variable arid depends upon a project's complckity, public review 
procedures, cktc. 



Source: 



Gladstone Associates. 
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process, asjyith the traditional real estate development pro-^ess^ 
ovfrlap, This^is often necessary and desired in orde: to 
maintai;. a continuous and integrated flow of activities ieadi ^ 
t » the timely construction and operation of the project. 

Furthermore^, irrespective of how a particular public or 
private sector entity breaks down the phases of the real estate 
development process, all real estate development projec^ts must 
address the discrete investment q uest ions posed by each phase in 
addition to undertaking the tasks required by each phase. Let us 
now examine the act i vi ti es, financial commitments and human 
resources needed to perform each phase of the co-deveiopmen t 
process* leading to a joint development project. 



A. Concept Phase 

The purpose of the Goncept Phase is t^o define the rea 1 
estate development "coneept"i No money has beo^ borrowed. No 
site has been purchased^ No staff resources have been committed. 
The "concoot" definition begins wi th match^ing^ development project 
ideas with markets^ either by selectir g an area ajid searching for 
development opportunities or selectirj a development concept and 
searching for an appropr i ate area. this is the idea formulation 
phase in which concepts are sTiatched to alternative development 
strategies and specific development goals and objectives. 



lb Role of the tocal Transit ftgehw. 

ih_ joint development pro je^cts^ th loca] transit ageiicy 
takes the lead in initiating the Concept Phase. The purpose 
of the Concept Phase is to identify potenti^il joint 
development site^i along the transit station network. Once a 
site has beeri i^dentified through some site selection 
criteria^ preliminary information on land ccst^ local market 
conditions^ etc. will be gathered to begin to define the 
"development concept" for each specific joint development 
site ; 



In e s sence ^ t he Iqcal transit agency assumes the 
f i nanci a and human resource expense of undertaking the 
Concept Phase. Add i t i on al ly du r i ng this phase, the sites' 
"development r ights" are acquired (outright purchase or 
long-term option agreements) by the local transit agency. 



*Readers of this manjjal are encouraged to augment the information 
presented in this section with extensive reference material found 
in local libraries and trade association libraries. One of the 
best sources of information on real estate i nvestmen ts arid the 
real estate u-jvelc i::nirr;i;, process is the loc-?.! chapter library of 
the National Board of Realtors Association in your communi ty. 
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thereby giving the agency "bWhership rights'' in determihihg 
the future use of these of these pr^peirtiesi The commitment 
of publicfunds for J:hese initial activities may be viewed 
as se^ed m oney to promo te transit-related real estate 
deveTopment projects which will provide the transit agency 
with added sources of revenue. ill ustraticri IViG provides a 
graphic description of some of the factors which must be 
considered in leading to a transit agency's decision in 
selecting specific joint development sites. 



Illustration iv^e 



COHCBPT PHASE 



MODIFY COilCEPT- 




SURVEY MAHKBT CONDITIOMS 




-CHECK COMPETITION 




SELECT 

TRAMSIT_:„ 

SYSTEM 



IDENTIFY CRITICAL TIMING FACTORS 




EVAUv TE > 
ALTERNAriVH V 



FINAMCING 
MBCBANISKS 




DRVELOP THE VEMTURE'S STRUCTDRE- 



SECURE PUBLIC AGENCY AGREEMENTS 



ES.'ABLISB FINANCIAL OBJECTIVES 



DRAFT A FINANCIAL PLAN 
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OBTAIN 
CONTROL 
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The ^Juration of the Concept Phase may varyi Much 
depends 6h the time schedule establ 1 sh^d for completing 
various transit lines within the transit syste^ 
development sites may be constructed as the transit system 
is being built. Other joint development sites may have to 
lay idle for years until the proper combination of transit 
services and market conditions emerge to make the project 
economically viable. 

2. Role of the Private Sector 

Despiti^ the lead role played by the local transit 
agency in the Concept Phar^^e^ DBEs should not be idle during 
tMs phase. DBEs should do the following: 



^ Goiiduct their own analysis of^ the proposed transit 
system to determine wh i ch : -> t e nit l^a 1 joint 
ieveiopineht site(s) best meet theii objectives; 

• flaihtain ongoing contact with th^ transit agency's 
Bocird of Directorj^y policy commitjtees and joint 
development staff planning activitiasy and 

m Document and update all transit agency land 
purchases and/or land con* ' by the 

transit agency. 



The Gonc-pt Phase is also an cxce . mt time for addressing 
the issue of DBS equity ownership Qoals as part of the joint 
development program^ DBEs should strive to obtain specific 
DBE equity ownership policies from the transit agency Board 
of Directors. Equa 11^ impor tan t^ DBEs should work for the 
estabiishmejit of an implementation plan by which DBE equity 
ownership^oais will be a and monitored. Policies 

without implementation plans are of no value. 

B« Feasibility Phase 

The purpose of the Feasibility Pha^e ]:j to determine the 

chances of suc^cess for a specific "development concfept" of 
"bui Idling program"^ fts such, the Feasibility Phase is concerned 
with properly identifying the investment problems, structuring cr 
evaluating objectives ( i.e. planning, design and financial 
requj^rem^ents) and formulating an acceptable action plan to 
accomplish these objf t:?tives. Furthermore, the actual feasibility 
analysis is morne than a numtjers analysis. It is an attempt to 
subject the proposed "development concept" to rigorous financial 
and economic market analysis, legal and political feasibility and 
compa t ib i lity with both the public and private sector's 
objectives. 
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The definition of r;^.^isibility Phase presented applies 

equally to both th? . pvivc^te sector participants. 

ii Role of the l^sc^l • ^r.it P.gen^Y 

For the trans i r ag *n^'y^ the Feas i b i I i ty Phase is a ti me 
for refining the "development: concept" for speci fie sites; 
The process consists r f max i mi z ing the site's potenti-^1 
( i . e . a d eg ua c y o/ .and parcels for d e ve 1 op me n t r 
accessi bi 1 i tyy proper zoning^ etc.) and neutralizing ar*d 
minimizing the obstacles (i.e. incompatible land use, 
unwilling sellers, unc^^rtain local market conditions), in 
order to attract the right developer and private investment 
into the project. These pre-development activities not only 
allow the local transi t agency to determine the potential 
use for the site, but also provide a basis upon which to 
evaluate the potential financial returns to the agency and 
the type of financial incentives, if any, necessary for 
private sector participation. This feasibility analysis 
results in a "project package". 

With this "project package" in hand, the local transit 
agency can do one of two things. It can hegbtiate the 
"project package" with a pre--selected development entity on 
a riph^c: npetitive basis, or it_ can transform ^the "pro ject 
package^ into a prospectus* (refer to Chapter 11^ Section V 
and VI) and undertake a competitive bid process. In either 
case^ the potential developer or developers must prepare a 
response to the local transit agency's "pro ject package", 
which reflects the design parameters aihd financial retur:> 
requirements imposed by the agency. 

2. Role o£ the Private Sector 

For the private sector, the Feasibility Phase sets the 
stage for many critical decisions which will guide the 
project through the investment cy^le. During this phase, 
the following tasks must be accomplished: 

• Selection of development entity; 

• Gommitmeht of "risk capital"; 

*It is absolutely critical that every effort be made to identify 
the psrameters (i.e. expected financial return to transit agency^ 
proposed highest and best use for site, special archi tectural 
design, req^ui rements, zoning, etc.) which will be imp?^? e3 on the 
joint development site(s). If these parameters are unacceptable^ 
discuss these issues with the local transit agency prior to their 
preparat ion of a prospectus* Arguing these issues after the 
prospectus is on the street more than likely will be fruitless 
and may jeopardize your development entity's chances to get the 
"development rights" to the site* 
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• Con<iuct a Preliminary Economic Feasibility Analysis; 

• Organization of development teaiit; and 

• Preparation of feasibility analysi.s/development proposals 



Each of_ these tas_ks has a cumulative affect on the 
potential success of the development entity to : (1) acquire 
the "development rights" to a specific site; arid (2) 
accomplish the financial objectives of the real estate 
venture. For this reason^ each of these tasks will be 
amplified in the following discussion. 



a. Selection of the Development Entity 

The importance of selecting the r ight development 
entity cannot be_ overemphasi zed. Without exceptiori, the 
success of the DBE equity partners depends ori their ability 
to cbmplemerit thei r strengths with the finaricial resources 
and credibility of individuals with extensive experieriee iri 
developments similar to that proposed for a specific sitei 
Consequently^ the task of putting together a developmerit 
enti ty should be done well in advance of the local transit 
agency's completion of their feasibility analysis ori the 
site your group wishes to acquire. DBE3 are strongly 
encouraged to carefully plan. a strategy for ideritifyirig and 
selecting the appropriate individuals for their development 
entity. 



Two things are essential in the selectiori of a 
deve^lppment entity: {_!)_ the ability of each partrier to 
provide risk ca^AtcU and financing for the project; and (2) 
the ability of each partner zo bring organi2_atiorial skills 
and real o s L a t e e x pe r t i e to the project. Poteritiai 
par t ici_pants in the developiuent entity must bring orie or 
both of these assets to the tables The greater their 
cpritribution to the project, the greater their "interest" iri 
the pro ject._ .Illustration IV..D descr i bes several factors 
which the DBE should consider in the selectiori of 
development entity partners. 
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Illustratibh IV. D 
FACTORS TO CONSIDER IN THE SELECTION OP A DEVELOPMENT ENTITY 



FIRST: 



SECOND! 



THIRD; 



FOUR; 



FIVE: 



Identify 
If you have 
estate 
as a 
real estate 



who, cbmplemerit your personal resdurces^ 
risk capital but little e::t>eriehce in rKai 
identify someone <^ ' ch d proven record 
er. Conversely* if yc ^ h /*? experience in 
developnent but 1 i 1 1 1 ? ^?} zneyf identify an 



investor or a group o 



ihvestbrs. 



Identify par 
objectives, 1 
financial berj; 
things you she 



ics .Whp. have dissimilar financial 
7ill allow you to aLlocate the various 

^ - to your mutual benefit. Some of the 
consider are the following: 



• Legal constraints oh acceptable, investments 

• Tax law cbhstraihts oh acceptable investments 

• B state planhi hg bb jecti ves 

• Diversif icatibn requirements 

• Passive vs. active mariagemeht 

• Regular income vs.capital appreciatibn 

• Safety of principal vs. pbtehtial yield oh investments 

If itLoney is a problem^ consider hegbtiatihg equity in the 
project for essential p r b f e s s i b ri a 1 s e r v i c e s ^i.e. 
attorney fees, architect fees, etc.). But_ be extre m ely 
careful in using this apprbach. Make absolutely certain 
you can get these individuals out of the deal if they db 
not perform. Consult ybur pers >hal attorney bn how to 
protect yburself in this matter.* 

Reduce all deve Icpmeht ent i ty agreements and specific 
responsibilities to_ writing. This will avbid untold 
difficulties in the future. Secure legal counsel in this 
matter acceptable to all parties participating. 



Strive above all else to establish a win-^win situatibri 
among all development enti ty pa rti c ipants. All of you 
will have to live with your 
long time. 



investment decision for a 



•*There is one cardinal rule in real estate develbpment. The 
longer you and a selected few trusted partners can hold out 
befbr^ bringing in other equity investors during the Origination 
Stage, the m :e equity tn the project your group will be able to 
keep for ybarselve_ Carefully anticipate your "risk Cc^^?ita3" 
and human resources so t yr are dealing from a position cu 
.strength shbuSsS additional equity partners be needed. 
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Once you hav* -en your development entity, you 

and your partners are ^y td review the type of human 
resources and expertise necessary to accomplish the 
objectives of each phase of the Dovelopment Process. 

b. Cofliiitlieht of Risk Capital 

During the period the developv^^^n t r^vtlty iis beiiig 
organized, concurrent efforts must al:>'/ o-a ^ ^ide to secure 
financial commitments to undertake the project. The initial 
"risk capital" must come f rojn individual partners of the 
development, enti ty. These f i r.ancial resources are termed 
"risk capital" because there is no guarantee, at this point 
in the process, that the Iccai transit agency will accept 
the development proposal (assuming a eoihpetitive bid 
process) prepared by any one of the development entities in 
competition for the "development rights" to a specific site. 
It is common for development entities to spend in excess of 
$100,000 each in the preparation c" a cbmpetitiye bid 
propdsal to acquire the "development oghts" oh a particular 
joint development site. The great thought mast be 
given as to how best to attract this level of initial 
investment* 

The re i s a no the r important cost which must be 
incorporated into your "^risjc capital" pool. fts part of the 
cost of bringing the project through the Pinancing Phase 
(i^ai to a point where the project^ obtain outside 

financing), your development entity must be prepared to have 
sufficient capi tal to mee t a 1 1 initial deposits and 
subsequent lease payments imposed by the local transit 
agency, ftdditionally^ funds must be available to pay for 
expenses in the Pinal Design and Financing Phases. By the 
time the project is ready to obtain the construction loan, 
the development partners may have as much as $500,000 or 
hiora invested in the project as cash or liabilities. 



Consequently, the magnitude of financial requirements 
is a function of the size -rd complexi ty of the project. 
Before pur^suing equity ownership in a joint development 
project, DBEs must have a clear understanding of what 
financial commitments are necessary; when these funds must 
be available; and what sources can be expected to provide 
this financial support. As insurance, it is wise to seek 
out develoFinent entity partners who have sufficient personal 
financial net worth to sign for guarantees, letters of 
credit, and loans should the need arise (NOTE: Such 
guarantees for the development entity partners may require 
added ownership for those taking the added risks). 



c« Conduct the Preliminary Economic Feasibility Analysis 

By the time the tr^Tnsit agency has completed its 
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feasibility analysis and prepareda solicitation, the DBE 
development entity and some initial risk capital should be 
in hand. The first, task is to conduct a "Preliminary 
Economic Feasibility Analysis" (see Chapter IV, Section II 
for details) to determine if this particular joint 
development equity opportunity is appropriate for your 
group. 

This preliminary analysis is the most important step in 
the entire Rieal Estate Development process. As will be 
shown in the latter part of this chapter, the preliminary 
ai^alysis is a low-cost comprehensive approach to evaluating 
your chances for success. It pf-^vides the necessary 
information by which to make a "go" or "no-go" decision to 
pursue this opportunity. 



d. Organization of the Defvelopment Team 

Assuming the results of the px eliiiiinary analysis were 
positive and a decision was made to ~.»ursue this joint 
development opportunity^ the brgani: ation of the development 
team must be completed. Invariably some of the members of 
the development team were co^^ulted as part of the 
preliminary economic feasibili^,> analysis. Now other 
development team members _ mucc be brought into the 
feasibility analysis and developr :ht proposal preparations. 
Illustration IV..E provides a graphic description of the type 
of professional expertise needed during the Feasibility 
Phase. 



i — 

i - - - - - _ 

; Illustration TV^E 
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i^ '^ in the selection of the deyelopmen^^^^ entity, the 

seie ' r^rjh of the deveiopment team m is critical to 

winning the '"(deveiopinen t rights" to a spec i f i c j o i n t 
development site^ The development entity's developer must 
have the experience and personal knowledge to select the 
right expert for the right job. For example^ a certain 
consultant may have an excellent reputation in preparing 
financial feasibility studies for commercial office projects 
but may be an unknown in preparing financial feasibility 
studies for^ hotels. With an experienced developer in the 
developm^ent ent i ty , misuse of consultant talents can and 
m u St be a vo i d ed . For i t i s the r epu t a t i on a nd c r ed i b i 1 i ty 
of the development team members which lend confidence to the 
feasibility analysis. Without this confidence, the transit 
agehcy (let alone tr..^ lenders) will be reluctant to 
seriously consi der thv^;* development proposal. 



e. Preparation oi. Feasibility Analysis/beveiopment Proposal 

In co--development , the private sector's role in the 

actual Feasibi li ty Phase is to prepare the development 
proposal submi tted to the jpublic agency in resi^ onse) to a 

solicitation. the details of wha!: is included in this 

development proposal may vary among tran:5it agencies (refer 
to Chapter Ilr Section VI). therefore, it is important to 
follow the submission guidelines f;:5t forth in the 
prospectus. At some point, a detailed feasibility analysis 
will have to be undertaken in support of the development 
proposal. Although the degree of emphasis depends on the 
objectives to be accomplished, all feasibility analyses are 
made up of similar components. 



9 OBJECTIVESs The development entity must outline all the 
public/private objectives to be achieved. Problems and 
constraints regarding the achievement of these objectives 
must be clear ly defined. This is extremely important 
because the definition of the problems will predetermine 
the solutions and alternative strategies available. 



• PROJECT DESim: The propoi. ding program" must 

reflect the planning^ design, : inancial requirements 
set forth bj the transit agenu^ , r final commercial mix 
in the project w^ll be dictated by the local market 
demand. Schematic architectural drawings of the pfojposed 
••buildinti program" must be prepared as part of the 
submission . 

m MARKET STUDY: the identification of market trends is 
necessary to develop alternative approaches to 
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contingencies in permanent financing be negotiated fuliy 
and to the mutual satisfaction of everyone involved. 



11. Construction Loan Closing 

As mention e d earlier m q s t co n s tj: u c t i on 1 o a n s are 
made once assurances of permanent f i nancing are obtained 
by a development entity. Furtherr most construction loans 
are secured by a mortgage for future advances. Essential-^ 
iy this means that the construction lender has a first 
lien on the land and all subsequent improvemehts as funds 
are disbursed for materials and labor used in the 
construction of the project. 

Const ruction financing poses specialriskstq a 
development entity, i n pa r t i cul a r r one with little 
development experience. For example, construction may be 
slowed down as a result of inclement weather or labor 
strife. If a slowdown occurs, interest charges, overhead, 
and real estate, taxes can accumulate. T^his may require 
that your development entity invest additional equity 
funds of that the bank increase the loan over the initial 
amount of the cbhstructidn loan commitment. Another area 
of risk lies in the possibility of poor construction 
management as a result of a firm's inexperience in a 
particular field of construct ion. These conditions can 
lead to cost overruns and delays which can threaten the 
financial viability of the project. 

A further co ri s i d e f a t i b n i h negotiating a 
construction loan relates to the take^out cbmmitment bf 
the permanent lender. You may recall that mbst take-but 
commitments usually have contingencies attached. 

Due to the various risks assbciated with the 
construction of a project it is cbjnmbri practice for the 
cbhstructibn lender to review ybur financial and marketing 
plans with great details In general, the construct ibn 
lender will review the financial and marketing plans bf 
your development entity to determine howmuch should be 
loaned based oh the economic value of the pfbject. 
Normally^ the construction loan will be made for the hard 
project costs* The construction lender will alsb perform 
a detailed ratio analysis of projected operating 
statements to determine if the assumptions madecbnform 
with local economic conditions. After this detai led 
analysis is completed the construction lender will make a 
final determination as to whether the project should be 
financed. 

Once you have received ai commitment from a 
construction lender the closing of the loan is the next 



95 



accomplishing the stated objectives^ The strength of 
competitive suppliers or users must be examined to 
determine whether the market can easily absorb the 
proposed "building program". 

# COST ANALYSIS: The project cost must be determined with 
the assistance of the developer, architect, construction 
contractor and the mortgage banker* 

# FINANCIAL FEASIBILITYs The f i nanc i a 1 f eas i bi 1 i ty will 
identify all revenues and expenses broken down into 
several categories based on alternative occupancy rates 
supported by the market analysis. A financial plan 
(including pro forma balance sheet and cash flow analysis 
for a ten (10) year period) is prepared, packaged and used 
to seek capital for the project. 

# POLITICAL/LEGAL FEASIBILITYs The development entity must 
carefully review the transit agency's commitments. Ail 
legal constraints^ if any, must be exam i ned^. All 
pertiheat governmental agency coord i nations and 
restrictions must be reviewed to include comprehensive 
land use plans^ capital improvement plans, major street 
plans, etc. Familiarity with transit agency regulations 
on zoning and building codes is essential. 

llustratipn IV.F graphically describes how the 
components of the feasibility analysis interact and lead to 
a decision regarding the potential feasibility of the 
project. 



Illustration IV*F 
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pnce the feasibiiity analysis is completed^ it Suit be 
J:."*^^^'^f*^®*\^ into the development proposal recjui remen ts set 
J*^*^*^"^/^" the transit agency's prospectus (refer to Appendix 
Four for an example of a joint development prospectus). 

^The impbrtahce of the Feasibility Phase to successfully 
acquiring the "development rights" to a specific noint 
development site cannot be overemphasized. The proposed 
building program must be economically feasible in meeting 
the financial objectives of all investors and the transit 
agency. The feasibility^ analysis' conclusions must be 
supp^orted by iadependent and reputable consultants. The 
development entity must also demonstrate its financial and 
managerial ability to build the project. Furthermore, the 
proposed development team (i.e. architect, contractors, 
leasing agents, etc.) must be credible to the local transit 
agency^ lenders and potential future equity investors. 
Conditional letters of financial commitments from permanent 
lenders and equity capital sources must be included in the 
proposal. Gare must be taken to address every detailed 
requirement of the request for proposal. Most importantly, 
rehearse the presentation before going to the local transit 
agency review board should your proposal be one of the 
finalists selected. Know who will review your proposal. 
Last but not least, bring your best negotiators to the deal- 
making table when the time comes. 



C. Final Design and Financing Phases 

^Upon award of the "develojsment rights" to a specific joint 
development site, your development entity must begin the Final 
pesign and Financing Phases. The purpose of the Final Design 
Phase is to finalize all prerequisite studies, architectural and 
engineering plans, financial projections, and legal documents 
necessary to obtain permits to build the project and to secure 
financing^ (equity and debt capital) to build the project. The 
^p''?K^^o'H^ *;^®^^r'^"°*"? Phase is to integrate the final products 
of the Final Design Phase into a marketable package to attract 
anchor tenants, solicit new equity investors, and secure 
construction/long~^.erm financing for the project. 
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The activities of both the Pinal Design and Financing Phases 
are i titer dependent and r as such, address si mi lar i ssues and 
concerns. Consequent lyr both of these phases are presented 
together in this section. 



i. Roie of the tocai Transit Agency 

The role of the local trans i t agency in the Final 
Desigji Phase varies by pro ject a^nd rcumstancei^ a 
situation where the joint development project is impiemen 
after the completion of th^e transit station, the transit 
agency may only have^ to m6nij:j)r the developer's compliance 
with the planning and design requi remeht^ of the joint 
deveiq^pment agreements The ma^tter^s complicated if co-- 
const rjac t i o n o f t h e t r a ns i^ s t a t i on a n d t h e j o 1 n t 
development pro ject 1^ cbntempia tedi in th^is^ latter 
situati^n^ both the transit agency and the deyeiopme^nt 
entity must coordinate their respective design components, 
construction schedules, etc. 

The local trans it agency would enter the investment 
decisions^ of the Fi nancing Phase only if ij the selected 
deve^iopment entity is anabie to secure financing jinder the 
terms and conditions of the agreement; or 2) the trains it 
age^ncy has committed certain finajic^ part^ of 

the pr ivate investment arrangements^ in the former 
s i tuji t ion , the t ransi t agency may ei the r mod i f y the 
fin a n c i a 1 t e r m s and c^ji d i t i o n s o r t e r m i n a t^ t h e agree m e n t 
and seek a new development entity. The latter situation is 
a matter of working out the details of the public financial 
contribution . 



2m Role of the Selected Private Sector Development Entity 



The development entity's developer takes the lead role 
in accomplishing the activities of these phases of the veal 
estate development process. Specifically, the developer 
must undertake the following interdependent activities.- 
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Final Design Phase 



scheduling of overall project 



•Coordination and 

management: plan; 

• Supervision and ] 
engineering plans , 

Financing Pbase 



preparation of all 
and speci f icat ions; 



architectural and 



• Reassessment of feasibility analysis and com^/Iete leasing 
strategy; 

• Identification and negotiation of additional equity 
capital; and 

• Identification and commitment of debt financing. 



Before discussing these major activities^ it should be 
noted that the primary source of funding to perform the 
Final Design and Financing Phases* must also come from the 
"risk capital" pool of the development entity. Emphasis is 
placed on the xi^lc nature of the investment because^ despite 
the fact the development entity now has the "development 
rights" to a specific site^ many of thecritical elements o£ 
the project (i.e. architectural plans^ financing^ ownership 
structare^ etc.) have yet to be committed or finali25ed. 
Nevertheless^ there is some reasonable expectation^ based oh 
the results of the Feasibility Phase, that if the project is 
properly organized and executed, the chances of successfully 
completing these phases are good. It is precisely at this 
point that an experienced developer becomes an invaluable 
asset to the development entity. 



a. Coordination and Scheduling Overall Project Management 
Plan (Final Design Phase) 



The overall project management must now be finalized. 
The developer must undertake the critical task of 



*In the Financing Phase , g^rea t caution must be taken to 
avoid the small percentage of unscrupulous money brokers who 
will claim to deliver financing for an up--frbht fee. Better 
to identify well-established sources of capital^ mortgage 
bankers and lenders^ than to pursue exotic sources of 
financing. Proper ly planned^ the Financing phase should 
require little if any up-front expenditure of your limited 
risk capital pool beyond that required to accomplish the 
activities of the Final Design Phase. 
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coordinating and scheduling the various staffarid 
consultants to complete the various prerequisite activities 
needed to prepare the plans arid do cu merits of the Final 
Design Phaser These products of the Pinal Design Phase must 
be integrated arid/or modified into several marketing 
packages to attract arichor tenarits, solicit equity capital ^ 
and secure construction and long*-term finaricirig for the 
projects Items which should be considered in the 
preparation of the final overall program management plan are 
the f ollowirig: 

• Reevaluate the role of the developjnent entity partners 
based ori their performarice duririg the preparation of the 
developmerit proposal arid subsequent riegotiations With the 
local trarisit agency, arid modify roles accordingly*; 

• Reevaluate the perfbrmarice of the development team members 
to deliver iri the preparation of the developmerit proposal 
and make firial substi tut ioris and/or additions to the 
developmerit team*; 

• Schedule of all product deliveries should be set^ 
deadHries established and priorities agreed upon Idetailed 
documentation arid requiremerits of all activities in 
schedule should also be developed); 

• Reevaluate charige of command and areas of responsibility 
for ail developmerit eritity partners and development team 
members; arid 

• Establis^h admiriistrat i ve and fiscal procedures and 
responsibii i ties. 



These considerations should be part of ari overall project 
management plan. The need to plan arid orgariize the execution of 
the project is critical to the success of the project. 



*There is no better way to test the competence of a partrier or 
consultant than thei r per f ormance under fire^ The Feasibility 
Phase just completed provides excellent data for evaluating the 
strengths and weaknesses of the dev^ei^opment ent^i ty's partners and 
development team members. if changes must be made^ they must be 
made at this point. No project exists. Project i iabili ties are 
at a minimum. From this point onward in the real estate 
development process, it will become extremely difficult to make 
changes to the development entity and the development team. 
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bi SuperyisiDn and Preparation of all ftrchitecturai/Enaineerina 
Plans (Final Design Phase) 

^^Without the architectural and engineering plans, there is no 
project to fund.* The construction lender will need to see ail 
final plan cSocuments and building permits before funds are 
released to build the project. Since tha architectural design 
and engineering plans are jreimbursable expenses from the 
construction loan, the development entity normally pays 3 
negotiated- portion of the architectural and engineering plans 
as they are prepared from the "risk capital" pool.** included in 
the preparation of the architectural and engineering plans are 
the following: 

• Befinition of property operations and management 
requirements in project physical design; 

• Definition of property operations^ management, maintenance 
and security requirements; 

• Preparation of complete architectural and engirisering 
design and working drawings for construction approvals by 
lenders, investors, anchor, and key tenants; 

• Preparation of complete construction contract bid packages; 

• Preparation of a "final- floor plan, and merchandising 
plan; and 

• Obtain building permits. 



*in some situations (especially Where lenders are participating 
33 equity partners in the project), the final 
architectural/engineering design costs are paid from the 
construction loan proceeds as the plans are being produced, in 
such cases, the building permits, title search and permanent 
tlnancin^ commitments obviously must be obtained prior to the 
Final Design Phase. 

**One common way of minimizing out-of-pocket cost during the 
Final Design Phase, is to negotiate reduced up-front fees with 
firms or individuals providing professional services (i.e 
architect, general contractor, attorneys, etc.) in exchange for 
equity in the project. Be careful in using this cost reduction 
approach and avoid it if possible. Remember, the development 
entity still has to raise addi t ionai equi ty capital to meet the 
lending requifemehts of the construction and permanent lender* 
Depending on the negotiated contractual arrangements with your 
professional consultants and size and complexity of the project, 
the Pinal Design Phase may requUe an additional $200,000 to 
§500,000 or more depending on the scale of the project. 
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The completion of these activities risquiires the participation of 
various consdltahtsi Illustratibh IV.S graphically depicts the 
development team needed in this phase. 



illustration IV.G 
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bKio^"^^^^^""^!)^'"^ ^"^^^ really began as part of the Feasibility 
H?f^f • entity would never have coniinitted thi 

risk capital to prepare the development proposal unless theri 
^as some reasonable chance to attract equity capital and ionq- 
term financing. Now your development entity must transform thele 

''^5"''?^ ^'''^ ^'"^^^ binding commitments from 

specific equity investors and lenders. 

The mar^ket study and financial plans {i.e. project cost, pro 
forma cash flow prospectus, assumptions about the local market, 
|tc.) submitted as part of the development proposal to the local 
iPthe in!^?S? ^."^^•^^ reevaluated. This is especially important 
If the initial studies and financial plans are over one year old. 

""^^^^ original consultants* who 

prepared the studies or the financial plans. 

^Along With the reassessment of the feasibility analysis, the 
developer must complete the leasing strategy for attracting 
n^^J''' /"A leasing strategy should include the 

nf^l iLl ^^r"^- description of marketing 

"f^"^.^^'^ a. leasing schedules and commission 
arrangements. Ideally, the developer should have a firm 
commitment from an anchor tenant** to include as part of the 
lendeVs^ ^^""^^^^ submitted to potential equity investors and 

d. Identification and Negotiation of Additional Equity Capital 
(Financing Phase) i j f 

In the preliminary economic feasibility analysis, as part of 

r °^ -l^-^, ^!?^ '^""S'^AtaSts on the development team, the financial 
feasibility _and market study consultants are eritidai to the 

lenders Will place on the -e'conom ic 
viability of the project. DBE development entities are stronqlv 
encour^ag^ed to hire financial/marketing consultants known Ind 
respected by local banks and potential long-term lenders" 

**ln the rush to get firm commitments from an anchor tenant (i.e. 
magor .hotel, regional department store, etc.), be careful to 
avoid situations in which the anchor tenant dictates the terms of 
the lease or requests an equity position in the project. These 

f^i^"^^Kf^".^^ ""ly if they are 

acceptable ^to_^ all^ equity investors and permanent lenders. it is 
better^to hold off from entering into a sweetheart deal with a 
^-V- . tenant until all sources of financing have been 
it .\ potential fin.ncial participants in the project 

should be aware_ of ail financial implications affecting the 
return on their investment. c^.uing tne 
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the Feasibility Phase, the amount of equity capital heeded was 
determined. Now the developer must reevaluate the best sources 
for equity capital. These sources include r in order of priority: 
(1) the project's development entity ; (2) limited investors 
icnown by the developer or deyeiopment entity partners; (3) 
limited investors organized by a syndicator; and/br (4) the 
permanent lender. 

Collectively, the partners of the development entity may 
have the equity capital necessary to satisfy the lban--to--value 
requirements of the permanent iende^r. If the development entity 
partners contribute additional equity capital into the project In 
the same proportion of the i r con tr i bu t i^qn of risk capital, the 
equity ownership structure may remain the same^ Otherwiser the 
ownership percentage may have to be modified to reflect the hew 
amounts of equity capital contributed by partners of the 
development enti ty. 

Investors known by the development ent^tty partners are the 
second best source of equity capital.^ The primary advantage of 
dealing with known investors is that these investors can be added 
as 1 imi ted investors to the exist ing development enti ty legal 
structure. Another opt ion is to org a n i ze the known i n ve s to r s 
into a private offering syndication (refer to eha^pter iiiy 
Section VII. B). The cost of preparing such a syndication could 
be substantially lower than a public of f er ing syndication^ Of 
courser the development entity would still have to prepare the 
syndication in accordance with all the rules and regulations of 
the Securities Exchange Commission and state laws. 

It may be necessary to use a syndicator to identi^fy equity 
capital investors. If this is the case, hire a syndicator with a 
good reputation and track record in securing equity capital for 
your type of project. The primary d i sadvantage is that good 
syndicators are expensive and require substantial equity 
ownership in the project. 

The permanent lender is also a source of equity capitcil^ 
Here again the greater the equity capital requirementSr the less 
equity ownership will be available to the deyeiopment. 
Addi tionallyr permanent lenders may also require a substantial 
change in the management of the project. 

It is the responsibil ity of the de veloper r in coord ina t ion 
with the development entity partners to negotiate the best deal 
possible. Above all, the developer must avoid giving the 
impression that the_ development entity's position is a desperate 
one despite the reality of the situation. If new equicy capital 
investors perceive weakness or a sense of desperation on this part 
of the development entity, the development enti ty may be forced 
to give up more equity ownership than need be. 

The best way to ensure a strong negotiating position when 
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seeking equity capital is to: 



• Prepare a complete and comprehensive financial package of 
the project; 

• Identify several alternative sources of equity capital; 

• Seek out independent professional advice on what are 
acceptable and reasonable terms; and 

• Negotiate with time on your side. 

Following these recommendations will greatly enhance the ability 
of your development entity to negotiate workable terms in 
acquiring the needed equity capital. 

e. Idehtif icatibn and Coimitment of Debt Financing (Financlhq 
Phase) ^ 

_ Perhaps the m5st difficult part of impiementihq a trahsit- 
rslated real estate development project, is to 'obtain the 
necessary financing from lenders. xn most types 6f income- 
producing projects this is usually done in two stages, ft first 
stage calls for your development entity to obtain a fierroao^enc 
loan^ commitment f rom a lender. A Second stage requires the" 
commitment of a const ructio n loan to finance the cohstructioh of 
the project. Once the proJeSt~Ts built, the permanent lender 
"takes~out" the construction lender. 

^ _ There is a very ijnportant distinction between the two types 
Pf loans. The construction lender (usually a bank) is in the 
^ of short-term loans and therefore must be guaranteed 
that^the loan will be "taken out" by a reliable permanent lender 
at the completion of construction*. The development entity must 
work w_ith both types of lenders to ensure that both lenders are 
satisfied with the financial agreements. 

_ Your development- entity would be well advised to seek 
professional assistance from a reputable mortgage banker in 
arranging this financing and any contingency financing (i.e 
stand-by loans, gap loans, etc.) which may be retjuired by lenders 
as_insurance against construction delays or problems which may 
arise in the Operation Phase. ' 

i. Pernaneht Loan CoBBitstent 

Permanent loan commitments are difficult to obtain due 



*ln some situations, if the developer has an exceiieht track 
record and the development entity has the necessary equity 
capital^ the construction lender can provide a snort-term "mini- 
permanent loan" ranging from three to seven years. 
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to their long-term structure.* Once a permanent loan is 
obtained it becomes relatively easy to attract construction 
financing since construction loans usually have a relatively 
short loan periods Construction loans of 1-^3 yeart with 
Interest rates pegged at 1-^2 points above the prime rate are 
common • 

In preparing a lban_ package for consideration by a 
permaheht lender , several requirements have to be met by 
your development erit i ty. If the products of the Pinal 
Design Phase are complete^ the staff responsible for the 
Financing Phase should have_ no problem in meeting the 
informational requirements of the lender. Although these 
requirements may vary from lender to lender^ at a minimum 
your permanent loan package should include the following 
items : 

• Evidence of development rights; 

• Architectural plans; 

• Site analysis; 

• Map and narrative description of site; 

• Narrative description of project including overall 
concept, market orientation and type of construction; 

• Market analysis; 

• Evidence of permissible zoning; 

• Narrative material on proposed members of development 
entity including capability of key members; 

• Demonstration of developer's capability; 

• Financial position of developer; 



*A word of warning is in o^der regarding the acquisition of 
permanent financing. We are now iji a time of fundamental change 
In the real estate industry. Th(s persistence of astronomical 
U.S. national jJeficits jind the uncertainty of rekindling of high 
inflation ha^ had a^ profound J;mpact in the way real estate 
development pro jects are financed in the United State^j As a 
result, the days of a fixed interest rat^, thirty year mortgage 
are gone. Permanent lenders of ten requi re a combination of 
adjustatxle rat^e mortgages (ARMs) , share in the cash flow, share 
in the eq^uity proceeds upon sale, et^c* Again, your development 
entity is encouraged to seek professional advice on h^w best to 
structure financial arrangements with permanent lenders. 
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• Detailed, pro forma statements indicatina financial 
feasibility; 



• Explanation of loan request accompanied by line item 
budget; 

• Management pian for development project; and 

• Marketing plan. 

Should the permanent lender approve the loan arid once 
the terms of the loan have been agreed upon, the lender will 
issue what is gerierally known as a "take-out commitment" 
This represents nothing more than a commitment to be the 
permanent lender to your development entity. In other 
words, since the project has not been developed the 
development eritity jnust find a construction lender to 
finance the construction. However, construction lenders are 
usually unwilling to make a loan unless they are assured 
that^ your development entity has found a permanent mortgage 
lender who will provide financing to pay off the 
construction loan when the project is completed. The take- 
out commitment by the permanent lender provides such 
assurances. 

Since permanent lenders finance projects after 
con^struction is completed it is common to impose 
contingencies on a development entity. Such contingencies 
are imposed by the permanent lender to assure that the 
borrower carries out specific responsibilities duririg the 
development period. Common contingencies which are imposed 
prior to a loan commitment include: 

o Allowed time for obtaining construction financing; 

• Completion date for construction of project; 

• Minimum rent-up requirements for permanent fiharicinq 
to bacome effective; 

» Provision for gap financing should rent- up requirement 
not be met; 

• Expiration date for loan commitment; 

• Provisions for design changes and approvals. 

_ Contingencies imposed on a loan by a permanent 
lender need to be fully understood and taken seriously by 
your^development entity. Should established contingencies 
not be met^ the permanent Commitment can expire thereby 
relepoing the permanent lender from the responsibility of 
making the loan. it is important, therefore, that 
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contingencies in permanent financing be negotiated faliy 
and to the mutual satisfaction of everyone involved. 



ii. Construction Loan Closing 

As mention e d earlier m q s t co n s tj: u c t i on 1 o a n s are 
made once assurances of permanent f i nancing are obtained 
by a development entity. Furtherr most construction loans 
are secured by a mortgage for future advances. Essential-^ 
iy this means that the construction lender has a first 
lien on the land and all subsequent improvemehts as funds 
are d 1 sbur sed for materials and labor used in the 
construction of the project. 

Const ruction financing poses specialriskstq a 
development entity, i n pa r t i cul a r r one with little 
development experience. For example, construction may be 
slowed down as a result of inclement weather or labor 
strife. If a slowdown occurs, interest charges, overhead, 
and real estate, taxes can accumulate. T^his may require 
that your development entity invest additional equity 
funds of that the bank increase the loan over the initial 
amount of the cbhstructidn loan commitment. Another area 
of risk lies in the possibility of poor construction 
management as a result of a firm's inexperience in a 
particular field of construct ion. These conditions can 
lead to cost overruns and delays which can threaten the 
financial viability of the project. 

A further co ri s i d e f a t i b n i h negotiating a 
construction loan relates to the take^out cbmmitment bf 
the permanent lender. You may recall that mbst take-but 
commitments usually have contingencies attached. 

Due to the various risks assbclated with the 
construction of a project it is cbjnmbh practice for the 
cbhstructibn lender to review ybiir financial and marketing 
plans with great details In general, the construct ibn 
lender will review the financial and marketing plans bf 
your development entity to determine howmuch should be 
loaned based oh the economic value of the pfbject. 
Normally^ the construction loan will be made for the hard 
project cbstsi The construction lender will alsb perform 
a detailed ratio analysis of projected operating 
statements to determine if the assumptions madecbnform 
with local economic conditions. After this detai led 
analysis is completed the construction lender will make a 
final determination as to whether the project shbiild be 
financed. 

Once you have received a commitment from a 
construction lender the closing of the loan is the next 
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most Qritical step. Up to the point when the constraction 
loan is clbsedr_ you and your developiheht entity are 
spending limited risk capital to get the project to the 
closing table. At closing the lender advances funds that 
reimburse you for most of your out-of-pocket expenses and 
agrees to cbritihue to lend funds to cover the cost of 
construct ihg the project. After closing ybu have the 
benefit of using someone else's money and the risk is 
shared . 

What cbnditibhs must be present for a successful 
closing of a constructibn Iban? Although these vary from 
lender to lender^ in mbst cases^ your development entity 
must provide all or most of the following: 

• A firm cdmmitmerit for permanent financing? 

• A building permit; 

if An executed cbhstructibh cbntract for ah amount not 
to exceed loan cbmmitmeht; 

• Cbristructibh cbntract drawings and any specifications 
executed by the developerr the architect, the lender or 
insurer^ the builder, and the bonding company; 

• A valid executed "development rights" agreement with 
the local transit agency; 

• Evidence bf clear title and insurance; 

• An executed agreement between the owner and architect; 

• Evidence of legality of mortgagor entity; 

• Evidence of ability to fund cash equity requirements 
and working capital heeds; 

• Performance and payment bonds for the general 
contractor ; 

• Evidence of builder's risk and hazard insurance; 

• A survey of the property and a legal description 
acceptable to the lender; 

• Various_ legal opinions and certifications that the 
method of financing is legal and complies with state 
and federal laws; and 

• Ah approved management plan, management agreement, and 
marketing plan. 
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In sum^ satisfying the above conditions provides 

evidence to the construction lender that the project can 
proceed. Pew loans are closed because ail of^ the 
details have bee^ worked out. Rather, most loans are 
closed because t^e parties involved have established a 
mutually acceptable closing date and cominitment to work 
out any problems whi ch ma^ exists ^nce the loan is 
closed r ail parties are obligated to conform to the 
requirements established, and construction can begin. 

liiustrati^bn IViH suggests an ideal composi tion of 
the development team during the Financing Phase. 



Zlltastration iV.H 



DEVELOPMEiit TEAM lii FINANCING PHASE 
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1 1 1 
















PERNMIENT 
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Illustration iVii describes the major activities 
Undertakeh during the Final Design and Financing Phase. 
As may be seen, these phases are interdependent and 
parallel ^ 



Illustration IV. I 
FINAL DESIGN & FINANCING PHASES 



SCHEDULING 



—CREATE OWNERSHIP ENTITY 



TITLE SEARCH 



PRIME TENANT' S COMMITMB 



OBTAIN PERMITS 



PERMANENT FINANCIHG 



COMMITMENT 



- SUBMIT- 
CONSTROCTION 



LENDER 



LOAN 
APPLICATION 



ANALYSIS 



MASTER P LAMNING - 



CONSTRUCTION 



ENGINEERING VOBTAIN CONTRACTOR BIDS GRAN T CONSTR UCTIOii 



LOAN CLOSING 



CONTRACT 



ViNITIATE MARKETING// 



LEASING PROGRAM 



D. Construction Phase 

Up to this point of the Development PrbcesiSr your 
development entity has been using their "risk capital" to move 
the project alohgi You now have the construction lender's money 
to construct your project. Depending on the arrangements 
negotiated with your construction lender arid your new equity 
partners (i.e. assuming your development entity had to find 
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additional equity capital), the new equity capital may or may hot 
be iitimediately available,. But it will be needed to augment the 
construction lender's loan to cbmpiete the project. It is 
important to keep in mind that the willingness of lenders and 
equity investors to commit their financial resources was a direct 
result of: 

• Ydur development entity's demonstrated ability to 
construct the project; and, 

• Their perception that the project would produce a given 
rate of return on their investment. 

Your development entity now carries an awes o m e 
responsibility to bring in the project on schedule and within the 
budget. During the_ Construction Phase, there is no substitute 
for detailed scheduling, competent contractors and professional 
manaqement. It is here where your planning and attention to 
detail will pay off. 

1. Roie b£ the Local Transit Agency 

Unless there is a c6--c6ns truct ion requirement, the 
role of the local transit agency is supervisory. This 
monitoring role must not be taken lightly. The transit 
agency does have, the power to stop construction if the 
planning and design requirements are violated. 
Furthermore, the transit agency will demand periodic 
reviews of earrh stage of the construction to include 
reviews of DBE affirmative action plans and other 
administrative requirements. 

DBE development entitieis are well advised to maintain 
close and ongoing contact with the transit agency during 
the Construction Phase. Any modifications to planning and 
design requirements should be thoroughly reviewed with the 
appropriate transit agency staff. All approved 
modifications must be in writing. 

2. Role 6£ tbe Development Entity 

With the construction loan closing behind you, your 
development entity is how ready to start construction^ The 
Construction Phase JDrings together a variety of activities 
which must be coordinated and managed simul taheouslyi The 
building must be constructed, marketing of the project 
must be accelerated, tenant's specifications must be ihet^ 
etc. Keeping the Construction Phase on schedule and within 
budget is a critical factor to the success of the project. 
The following functions must be accomplished during the 
Construction Phase: 
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The following functions must be accomplished during the 
Construction Phase: 

W Fully staff the project management team; 

• initiate staffing and contracting for services for on-- 
going property management; 

f Start slte_ improvements; 

f Fully staff the construction management team; 

• Refine marketing research data for use in advertising 
and promotions; 

• Contiriue architectural (engineering) review for change 
orders and design modifications; 

« initiate full scale leasing activities; 
9 Lender approval of progress payments; 

9 Continuity of overall construction^ development and 
operations; 

• Maintain project cash flow management; 

m Bid and award all maintenance and security contracts; 

• Preparation and initiation of pre-opening and grand 
opening advertising and promotions; 

• Lender approval of completed construction and executed 
leases (i^e^ occtapancy permit and occupancy level); 
and J i f 

• Take out construction loan. 

In order to Accomplish these functions arid other 
tasks, the development entity must utilize the expertise 
of various professionals as shown in Illustration IV^J^ 



illustration iv.j 
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Successful completion of the eohstraction Phase is 
marked by the pei^manent lender "takincf out" the 
constrcrction lender from the project. In order for the 
permanent lender to a^ccept the loan, two critical outputs 
must be achieved in the Constr uct ion Phase : (1) an 
occupancy permit must b the project; and (2) 

the deyelopraeht entity must achieve the prescribed tenant 
commitments for the project. 

The occupancy permit for the project results directly 
from constructing the project in accordance with the 
construction specifications set forth by th.^ local transit 
agency and other related public agencies. Without the 
appropriate occupancy permit(s), the construction lender 
will refuse to approve the completion of the project, arid 
therefore the permanent lender will also refuse to take out 
the construction loan. For this reason^ it is absolutely 
imperative that the developmerit entity focus its atteritioh 
on complying w i th these coris t r uc t i on spec i f i ca t i on 
requirements. Remember ^ the coristructibri loan is usually 
at ari iriterest rate higher thari the permanent loan. As a 
corisequerice/ as the project nears completion, every effort 
must be made to minimize and avoid delays in securing the 
occuparicy permit(s). 

Equally important ^ the permanent lender will demand 
that the project be financially sound and provide a 
reasonable expectation of profits oh the funds committed to 
the project. One practice used with great frequency is to 
commit permanent financing to a project based oh its 
ability to reach a predetermined occupancy level (i.e. 
sighed tenant commitments^ such as 60%*. This is referred 
to as a "floor loan" and might be for 60% of the amount of 
the fully funded loan called the ceiling loan. 

Although the permanent lender may be willing to make a 
permanent loan equal to the amount of J:he construction 
loah^ it will do so only i^ the development entity has 
arrchged for an interim loan that makes up the difference 
between the floor and ceiling loansj This gap^ or stopgap, 
loan is arranged at the time the construction loan is 
arranged* Thus your development entity would arrange for a 
permanent loari^ then the construction loan, and next the 
gap financing^ with all these loans probably be i ng 
f inalized at the same times Some gap J.ehders w^ii record 
the gap loan when the construction loan is closed in order 



*The predetermined occupancy level established by the permanent 
lender is usually tied to a minimum Net Operating Income (Ndl) 
necessary to miake the debt service payments^ Therefore^ it must 
be a to^p priority of the development entity to identify and 
secure leasing commitments equal to or exceeding the floor loan 
percentage requirements prior to completion of construction. 
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to preVent any intervening liens later endangering their 
investment. 

If _ the occupancy schedule falls behind schedule, this 
gap loan will have to be used. Once the developitieht entity 
gets into this type of difficulty,, the project is 
jeopardized even further because the development entity has 
two mortgage payments - one^ the lower iriterisst rate 
per m a n e^n t 1 o a n o n the floor loan and the other at a 
considerably higher Interest rate on the gap between the 
floor and ceiling loan. This adds to the aggravation of ari 
already weak cash flow situation. Avoiding this situation 
must be a paramount consideration of the development entity. 



Illustration iv.K portrays the concurrent tasks which 
must be accomplished during the Construction Phase. 



Illustration IV.K 
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E« Operation Phase 



Upon finalizing the permanent ibah arrahgeihentSr tlie 

deveiopm-nt entity must now make the transition into the 
initial dr-eration phase*. Several functions and tasks must 
be performed. Some of the more important are the 
following : 



• 
• 



Close out all development process accounting^ 
accounts payable and other documents; 
Complete all leasing; 

Complete construct ion punch list and final 
acceptance of construction work by tenants; 
Finalize project management team and operations; and 
Begin full scale property management. 



Unless there are unique cb--bperati6h arrahgeihehts of 
the project with the local transit agency. Illustration 
ly.L provides typical develbpmerit team requirements for the 
Operation phase. 

Illustration IV«L 

DURIMG miTIAL OPBRATIOMAL PHASE 
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* At the beginning bf the Gperatibh Phase^ the project is 
turned over to either a professional management fi^m jjnder 
contract to the development entity or to the property 
management section of the development entity' s own 
organization . 
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This concludes bur discussion on how a real estate 
development project is put together^ fts was shown, each 
phase of the Real estate Development Process presents 
discrete investment decisions and requires that a pre-- 
described set of tasks be accomplished. All real estate 
projects must respond to the investment decisions and must 
accompl i sh the tasks dis^cussed ^n ord^r to successfully 
bring a project from concept to income producing operation. 



II. HOW TO UNDERTAKE ft PttELlMlNftRY ECONOMIC FEASIBILITY ANALYSISS 

In the first portion of this Chapter , the real estate 
development process phases were used to explain how a joint 
development project is put together. This section is designed to 
assist DBEs in undertaking a systemacic "Preliminary Economic 
Peasibiiicy Analysis" of a specific joint development project 
opportunity i 

Next to choosing your development entity, the "Preliminary 

Economic Feasibility Analysis" of the project is the most 
importan^t fac^tor in oletermining your decision to pursue equity 
ownershi^p in a joint development pro ject. As emphasized through 
this manual f a real estate development venture may ultimately 
produce substantial financial rewards. But in order to get to a 
point where a project can attract lenders arid additional limited 
equity partners, your development eritity must spend a lot of 
money. Since there is no real project iri the ground brior to 
beginning construction, your erttire irivestmeht is in a high-risk 
situation, thus, it is extremely importarit that your development 
entity know from the outset whether a potential project is likely 
to make economic sense. 

A decision to commit financial resources to prepare a 
development proposal in response to a joint development 
solicitation should no t be done without first undertaking this 
preliminary analysis. 

this preliminary analysis is essential for two reasons^ 
First, i t establ ishes the basic assu mp tions for estimating 
financial benefits and risk. If the basic assumptions fail to 
produce economic projections which can be supported by the local 
marketplace, the project is likely to be unsuccessful in 
attracting financing. Furthermore, this preliminary analysis 
answers the following basic questions: 

# What is the amount of "risk capital" required to bring the 
t^roject to a point where outside financing (i^e* limited 
partners and lenders) can be obtained? 

• How much money can the developmerit entity borrow from a 
commercial lender based on the economic value of the 
project? 
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# Based on the estimated financial benefits of the project, 
what sources of equity capital will be committed to the 
project? 

# Are the project developinent costs reasonable and 
acceptable to the sources of debt and equity financing? 

# Will the project need fin^ incentives from the local 
transit agency or other public agencies to meet minimal 
financial viability standards? 



Second^ tMs initial analysis can be done felativeiy 
qtiicRly and^cheapiy (under $_15,000). Re^ it's your "risk 

capital*' which your development entitj^ must commit along each 
phase of the Real Estate Development Process prior to obtaining 
the construction loan. If your "idea" does not make economic 
sense^ you and your dey^^ entity are far better off finding 

out earlier rather than later. 

iilustrati a step by step display of the 

preliminary economic feasibility analysis leading a go/no^go 
decisioji to pursue the "development rights" for the joint 
developjnent site. Before undertaking the preliminary analysis^ 
it is sj:rqngly recommended that a legal structure among the 
development entity partners be formed.* At minimum, partners of 
the deyeiopment entity should have a written agreement 
delineating financial contributions, in-kind contributions (i.e. 
professional services, etc.), responsibilities, and limitations 
of responsijDility, In regard to this matter, it is recommended 
that an ind££end£Tit attorney experienced, in real estate 
transac^:ions and tax law be chosen by the development entity for 
consultation • 

The remainder of this Chapter will address the specifics of 
each step of the analysis. 



♦Although the final equity ownership of the development entity 
participants and additional equity investors is unknown^ it is 
common to create a legal entity for the pro ject which allows the 
development entity participants to deduct their "risk capital" 
from their personal tax liability income. 
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SUiWARY OF PfllMMIilXR? BCOHOKIC. EBESIBICITY 
AiiliLySIS OH JOIHT DBVECOPMBNT OPPORTONITIBS 



KCTIVITY 

STEP 1. 

B_eVleW__Local_ _ 
Transit Agency 
iplnt development 
offering 

(i.e. prospectus) • 

STE? 2. 

Porrhulate Building 
Program 



STEP, 3. 

Conduct a market 
study for Building 
Program 



STEP 4. 

Deterialne futare 
operating -Cost _ of 
Building Program 

STEP 5^ 

Calculate, the econ- 
omic value o£ the 
Building Program 



STEP 6._ - 

Estimate. the. total . 
sources.of cash for 
Buldllng Program 



STEP 7. 

Determine the total 
project development 
cost 



STEP 8. 

Maice a gp/no-go 

Investment. decision 
to pursue the pro- 
posed joint develop- 
ment opportunity 



PURPOSE 



Delineate all financial , 
design, and development 
policy requirements and 
restrictions. 



Based _ on_ all known .para- 
meters, . traois'ate devei- 
opment.entity's develop- 
ffleDt_concept Into a 
hypothetical Building 
Program 



Determine whether a market 
exists for hypothetical 
Building Program.- Based 
on findlngs^^ mbdlfy assump- 
tions, redefine design, etc. 



Prepare five year_budget 
f oc_Bulld ing Program, line 
Item by line Item. 



Babed on current mortgage 
market rates and proposed 
equity owner • s- return on 
Investment:, calculate 
capitalization: rate^ Know- 
ing Net Operat'ing. Income 

and - th£. capitalization rate> 
calculate the economic value. 



Based on economic value , 
and projected financial 
benefits of Building 
Program, calculate the 
potential mortgage amount 
and estimate the avail-;- 
ablllty of equity capital. 



Prepare a detailed break- 
down of_all project 
development i^ost . 



Based on the financial 
analysis, deterrolhe whether 
the sources of funds are 
equal to or greater than 
the. cost to develop the 
project. 



RESULT 



Real Estate 
Development 
Idea 



Hypothetical 

Building 

Program 



Refined 

Bui Id ing 
Program 



Net Operating 
Income (NOI) 



EGoridmic Value 
of Building 
Program 



Total Potential 
Sources of Cash 



Hypothetical 
Flnan'Tlal Anal- 
ysis OL Build- 
ing Program 



Gb/Nb-Go 
Investment 
Decis ibh 



* This chart Was designed and developed _f or this manual. The idea 
for this ajpproach came from Mr. Joseph T. Howell^s book entitled 
Real Estate Development Syndication (refer to bibliography). 
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A« Initiate a Detailed Review of the Joint Development 
Prospectus 

The local trans it agency ' s prospectus will set forth the 
parameters of the project (i.e. physical charactf^ristics^ ingress 
and egress, zoning^ recommended use , design considerat ibns^ 
financial requirements, etc.). Your development ei.tity m ust 
carefully review this prospectus. Baced on this review, your 
development entity should be able to begin to formulate some 
alternative development programs whicu meet the transit agency's 
requirements. Select the real estate development, idee which, 
based on your development entity's knowledge of the local market, 
best suits the parameters of the site and public sector criteria. 



B» Prepare a Building Program 

Once your development entity has formulated a potentially 
feasible idea_, begin to formulate a build_ing program (i.e. size^ 
type of building, public space required for transit, amenities, 
ecc.i. This building program should be prepared by your 
developer in cooperation With your architect.* Initially^ your 
building programcan consist of_ typical space requirements for 
the type of building your development eriti ty desires. Having 
determined what type of building you believe is marketable in the 
area, your next task is to obtain detailed information on similar 
projects throughout your local market and other parts of the 
country « 



C» Conduct an Initial Market Study 

Depending^ on the professional background of your development 
entity, your development entity may desire to conduct their own 
initial market, study or seek the advice of a professional market 
research consultant who_knbws the area. The latter is preferred 
for several reasons. First, an independent party can be more 
objective in recommending marketable components for the building 



*There are differing opinions as to who should prepare the 
building program. In most cases the developer takes the lead in 
determining what should be built on the site. This should not 
preclude the acti\7e participation of your architect or other 
knowledgeable members of your development team^ 

**lt_is in tht long*-term best interest of each partner of the 
development entity to take an active role in analyzing other 
similar projects.. As mentioned previously and listed in Appendix 
One (Sources of Commercial Real Estate M a r ke t i ng Da t a & 
Statistics}/ there are several sources for obtaining guidelines 
for various mixed uses in commercial projects^ These guidelines 
should be studied and used to compare your proposed building 
program* 
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prcgrami Second^ good market research consultants maintain 
extensive historical data and information oh current trends of 
the local market. This information can be most useful in 
formulating realistic assumptions upon which to base fihahcial 
projections. Thi rd attempt to identify market research 
consultants who have established good reputations with local 
well known market research consultant can add 
credibility to your development team. 

i ^ J^'^^f Marketing consultantVs task is to obtain detailed 
information on similar projects which will assist your developer 
in_Tefining your building program to the marketplace. The 
following is a general inventory of the type of information your 
development team (i.e. developer and market research consultant) 
should obtain on similar projects: 

• hams and location 
« date completed 

• number of units and size {for residential) 

• leasable square footage (for retail/office) 

• number of units and size (for hotel) 

• rents per square foot 

• amenities 

• absorption rate (retail/office) 

• room rates (for hotels) 

• average occupancy rates (for hotels) 

• current Vacancies 

• estimates (if available) of construction and land 
Costs, and operating expenses 

• etc . 



_ In addition to the above stated information* your 
development entity should visit projects similar to your proposed 
^^kit^P^r Consider^ going to other cities if your I'ocal 
competition is unwilling to share their experiences. Speak to 
the owners or management agents. These visits will provide you 
with insights into some of the problems to anticipate in your 
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Careful analysis of all the information gathered must be 
undeftakeii, Thiis analysis will assist your development t^am 
(i.e. developer and marfcetlng research consultant) in formulating 
a refined development concept which is appropriately responsive 
to the local marketi included in this refined building program 
should be the following; 

6 type of building (hotel, retail, residential, 
mixed^use) 

o unit mix 

6 special transit agency requirements for public 
space, design criteria, etc. 

o parking requirements 

o amenities 

o net leaseable space (for retail and commercial 
offices) 

o estimate of room rates (for hotel) 



Now that you have a clear idea of what ybiir building program 

should be, the income generating potential of your project must 
now be your next prior ity. (Note: Throughout this preliminary 
economic feasibility analysis, it may be premature to have your 
architect fit your building program to the specific sites If 
your project is economically feasible, there is time enough to 
involve your architect.) 

b. Estiiiate Future Operating Cost 

Now the income potential ^f the bjiilding program must be 
estimated. This is a most important consideration. For it is 
the building program's net operating incaro e (Ndl) which equals 
gross income minus_ losses tor normal j^acancies and operating 
expenses which in large measure determines tjie jnnount of cash 
available from the project to service long-term debt and provide 
a return on equity investor's moneys in order to deter m ine net 
operating income^ the development team (developer and market 
research specialist) must estimate gross income, vacancies and 
collection losses and operating expenses^ 

Projected gross income can be determined by utilizing the 
market rents currently existing for competitive projects* and 
projecting forward to the time when your project should be at the 
mid--point of the first year's operation. 



* If there is an absence of existing competitive rents in your 
local market, estimates can be obtained by referring to various 
publications (see Appendices). 
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TJie vacanci^^^^ and collection losses category can vary from 
market to market ranging from 3% to 7% of gross potential 
revenue i 

fts for estimating operating cost^ the best method is to 

prepare a detai led five year budge t^ line item by line item. 
Your developer and marketing research specialist should prepare 
this detailed cost breakdown. Illustration IV. N is a general 
format for describing the inter relationship s among the various 
income factors used in calculating net operating income. Also 
included in Illustration IV. N are the typical items used in 
determining operating cost or operating expenses. 



Illustration IV.N 



TYPICM. ITEHS USBD IlL DBTBRMIMIMG OPCRATXMG 
BXPEHSBS 



Gross Potential Income 

Vacancies and collection losses 

Effective Gross Income 



$ XXX, XXX 
XrXXX 



$ XXX, XXX 



Operating Expenses: 

• management fee xxx 

• ^^yertisihf XXX 

• legale accounting # and audit fees xxx 

• elevator maintenance xxx 

• fuel XXX 

• electricity. xxx 

• licenses and permits xxx 

• telephone xxx 

f water and sewer xxx 

• gas_ xxx 

• garbage and trash removal xxx 

• payroll xxx 

• security. xxx 

• decorating xxx 

• repairs and maintenance xxx 

• ibsurance xxx 

• grounds expense xxx 

• reserve for replacements xxx 
(future cajpital expenditures) 

• real. estate. taxes xxx 

• personal property taxes xxx 

• employee payroll taxes xxx 

• payroll benefits xxx 

• char or cleaningservice xxx 
(for commercial space) 

Total Operating Expenses 

Net Opiratihg Income (KOI) 



$ XXX ^xxx 
$ XXX, XXX 



110 



E. Calculate the Economic Value of Your Building Program 



With the net operating incbme determined from the iirst 
stable year's estimated budget^ how much can your development 
entity expect to borrow from a permanent lender? Depending on 
the type of lending institution and type of transit-related real 
estate development project, a permanent lender may lend between 
70% to 90% of the economic value of the project. 

The concept of econo m ic value is one of the most important 
concepts in real estate Investment. Lenders use it to make 
decisions oh how much to lend. Investors use it to determine 
how much to invest. For these reasons, it is critical that DBEs 
and their development entity partners thoroughly understand the 
concept of economic value and how it is calculated. 

Bastcaiiy the "economic value" of a project is the value of 
the investment today, computed by measuring the future benefits 
of the investment and converting those benefits to reflect their 
worth in terms of current monetary value. In other words, an 
investor will pay ah amount equivalent to the economic value of 
all income produced by a property over its economic life. 
There are several ways of determining the economic value of a 
project. The most commoh method used isto determine an overall 
rate of return or '•capitalization rate" which can be used to 
convert the estimat^^ future income stream of the project into a 
net present y^iue or economic value. Once the capitalization 
rate is determined, the economic value of your building program 
is found by dividing the estimated net operating income (NOI) by 
the capitalization rate. 



Net Operating Income 
Economic Value = 

Capitalization Rate 



ill 
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^5®^ "''St commonly accepted method fbr determinind the 
f^.P/^^3li23ti?n rate for newly constructed projects is the 
:^^i<3^ted average approach." In. this method due consideration is 
given to the fact that thr capitalization rate Is a composite 
rate which must reflect thr return on investment of the permanent 
lender and the return on investment of the equity owners, it is 
determined as follows; ^ j 



WEIGHT 

LENDER'S Percentage Loan to 
PORTION Value Ratio 



eOMPONENf 
Debt Service 
X Gonstaht* 



Lender's Weighted 
Average 



EQUITY 
OWNER • S 
PORTION 



Percentage Equity 
Portion x 



Owner ' s 
Desired Rate 
of Return 



Equity Weighted 
Average 



TOTAL GAPITALIZATION RATE 



Let US look at an example taken from the North Street Joint 
Development ^Project case study (Appendix One). The development 
entity Ln the North Street project checked with their mortgage 
E)anKer for the best mortgage terms available* They found a 
lender who^ was willing to provide a twelve U2%) percent loan 
rate amortized over thirty (30) years with a balloon payment** 
after 10 years. The loan was based on a seventy-five (75%) 
percent loan-to-value ratio. Additionally, the equity owners 
desired a ten (10%) percent cash on cash return before taxes. As 



*The^debt ^service constant is defined as a number which when 
multiplied by the original loan amount gives the payments 
necessary to amortize, or pay off, principal and earned interest 
on the unamortized loan balance at a given Interest rate over a 
prescribed number of years. Ellwood mortgage tables are readily 
ava^i^lable ^from lenders, realtors and real estate investment 
textbooks for determining debt service constants. 
**Balloon Payment - The final Installment payment on a note when 
that paymejit is greater than the preceding instiallment payment^ 
and pays the note in full. ^ 
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may be seen, twenty-five (25%) percent of the economic value of 
the project was in the form of owner's equity capital. With this 
information in hand, the capitalization rate was calculated as 
follows: 



LENDER'S SHARE 75%(loan to value ratio) x .124144 = .093108 

OWNER'S SHARE 25%(oWner's equity) x .100000 = .025000 



TOTAL CAPITALIZATION RATE = .118108 



Combining this capitalization rate with the projected net 
operating income (NOI) estimated for the project ($3,022,500), 
the economic value was calculated as follows: 



NOI 

Economic Value = 



Capitalization Rate 
$3,022,500 



.118108 

Economic Value = $25,590,984 

With this example in mihd^ please note that the economic 
value is determined by dividing the net operating income (NOI) by 
the capitalization rate. Consequently^ i f the capitalization 
rate goes op^ the economic value of the proj ect goes down. 
Conversely, if the capitalization rate goes down (i^e. lower 
mortgage rates and lower equity returns oh investment)^ the 
economic value goes up. For this reason, great care must be 
taken i n formulating a realistic capitalization rate which 
properly reflects the type of permanent f inane ihg availeble and 
correctly states reasonable levels of return on equity before 
taxes. 
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" the onij^ type of permanent financing avaiiabie produces 

fconomic values below what your development entity believes to be 
^^fiJ?- ° ^'^^ P'^'^^ect, then by definition the 

building program is not feasible. There is no need to continue 
exploring the economic feasibility of the project. 

Pi Estimate the Amount of Cash Available for the Project 

With the economic value calculated, your development entity 
i«>jl1?a/v^^ estiinate the total amount of cash which 
potent laiiy can be ra:Lsed for the project. There are usually two 
primary sourc.js of cash for major real estate development 
J^^^^^^P^^^l (i.e. long-term loans from financial 
institutions), and equity capital (I.e. capital from the original 
development entity participants and other limited partners).* 
The total amount of cash raised from these two sources must be, 
at mintmam, equal to all the costs associated with the 
deveiopment of the prbject. If the project can be built for the 
amount of cash available from these sources, the project is 
feasible. If it cannot be developed for this amount, the project 
is not feasible. Let us now examine how these sources of cash 
for the project are estimated. 

ii Estimate Debt Capital for the Project 

One of the unique advantages of real estate investments 
IS the ability to "leverage" your capital (i.e. equity 
capital) with borrowed funds to enhance the buying and 
earning capacity of your capital. The amount of loan funds 
available to leverage your equity capital is determined by 
the lender based on certain criteria: 

• Independent appraisal of the economic value of the 
project; 

• Lqan~to~value ratio policy (amount borrowed relative to 
economic value); 

• Acceptance of minimum financial ratio standards for the 
pro3ect; and 

« Underwriting policies* 



*There are^a vaj:ie_ty of financing alternatives available beybnd 
the traditional debt/equity formula described here. These 
include participating mortgages, bullet loans, open ended 

etc. I^rrespective of the financing 
alternative, there is a combination of debt and equity which 
results in a corresponding sharing of financial benefits. These 
and other various financing alternatives should be explored by 
the development entity* >■ 
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As noted above, financial ratio analysis is one of the 
criteria used by lenders in determining tjhe^ ability of the 
borrower to repay the loan. It is imporjiant to note that thi^s 
analysis will be used by the lender to compare your property with 
similar properties to judge the accuracy of the project's pro 
forma financials. It must be emphasized that no one ratio 
computation made by the lender is suf f i^cient to indicate whether 
a loan should be made or not. The lender must rely on a series 
of ratios and evaluate all of them together as part of an overall 
financial analysis. 

The underwriting policies of lenders include several 
objective and sub j ect ive considera t^iqns. Whet^her these 
considerations are negotiable or not depend on the state of the 
mortgage market, the financial strength of the development entity 
and market potential of the project. Thus, the lender^s. pre^iou 
experience with the development entity's developer , the type of 
building program, and the development entity developer's prev 
record of sucess with the proposed type of project can xn£l^iejice 
not only the amount of the mortgage loan the lender will make, 
but also the terms of the loan as well. Under standabiy, loans 
which the lender views as posing greater risks will serve to 
reduce the amount of loan the lender is wi 11 ing to make or to 
impel the lender to refuse the loan entirely. 

For the purpose of this preliminary economic feasibility 
analysis, a good indication of the potential capital available 
from long-term lending institutions (i.e. permanent lenders) may 
be obtained from_ mortgage brokers and mortgage correspondents. 
They are aware of the pdlicies of mortgage lending institutions^ 
arid they know which institutional lenders are actively engaged in 
making mortgage loans on your type of pro ject, at what interest 
fate, arid bri what terms. Assemble the following information from 
your mortgage banker (s): 

• Based bri the type of pro ject (hotel/retai 1/ of f ice/etc.) 
arid type of leriders, obtain the prevailing loan-to-value 
ratio; 

• Obtain realistic lorif-term mortgage rates and mortgage 
terms (repayment period, repayment method, etc.); and 



• Obtain the current acceptable levels used by potential 
perm^anent leriders fbr selective financial iratios*. Some 
of these financial ratios could include the following: 



*Cuf rerit acceptable levels for these financial ratios and other 
ratios may alsb be bbtairied from the Amer i can Li fe Insurance 
Iristitute, Washirigton, D.C., Mortgage Bankers Association, 
Washington, D.C., and other associations representing long-term 
lenders. 
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- Operating Expenses 
Operating Expense Ratio « — ^ 

Effective Gross income 



- Operating Expenses + Debt Service 
Break-Even Ratio = .^^w 

Effective Gross income 



Net Operating Income 
Debt Coverage Ratio = -------- .--•-•.•.•.••••••^^i. 

Annual Payments of Principal & Interest 



With this information your development entity and mortgage 
bankare now in a position to estimate the potential debt capital 
available for the project. 



2. Estimating the Equity eapital Needed for the Project 

Now that the development entity has_ a reasonable idea of the 
potential loan amount and terms, the equity capital potentially 
available to the project must be estimated. The amount of equity 
capital available to the project is a function of several factcrs: 

• Total financial benefits* produced by project; 

• Market for these financiai benefits; and 

• Risks the development entity is willing to take to 
attract the necessary equity capital. 



Let's examine each of these factors influencing the availability 
of equity capital for the project. 

First, the amount of equity capital potentially available is 
a function of the total financial benefits produced by the 
project. As discussed in Chapter Three, the financial benefits 
are measured by the return on Investment produced from cash flow^ 
tax shelter benefits and the eventual projected cash to be 
received from the sale or refinancing of the project. These 
financial benefits must be balanced by the inherent risk in 



♦Refer to ease Study One in the Appendix for a detailed 
examination of how the total financial benefits of a proiect are 
determined. 
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owning a portion of your par ticuiar p^ojecj: ( i.ei type of 
commercial property^ location^ and pe r cept ^on^s q f you r 
development entity's ability to construct and manage the 
project), ftddi tiohally^ the amount of cash needed and the timing 
of this investment may be a consideration especially if 
additional amounts of equity may be required. 

Second^ t^c amount of equity capital available is a function 
of the market for the financial benefits offered by the projects 
Your development entity may find that high interest rates and 
other alternative investments like, stocks, bonds^ commodities^ 
etCo) makeyour financial benefits less than competitive^ Or } 
the cost of syndicating your project through a syhdicator may be 
more than your project can afford and still provide competitive 
financial benefits. These and other factors may rnake your 
financial benefits difficult to attract investors^ It is 
therefore absolutely essential that your development ent i ty 
realistically analyze the f ijiancial benefits available and match 
these financial benefits with a group of known limited equity 
investors. If a group of knbwji limited investors is 
uhavailable, seek the advice of a well respected equity capital 
syndicator to determine the ma rket^^bi 1 i ty of your financial 
benefits. 

Thirds the amount of equity capital available is a function 
of the risk the development entity is willing to take to attract 
the required equity capitals in order to attract the needed 
equity capital from known 1 i m i t ed i h ves to r s b r th r 6 ugh a 
syhdicator, the development entity has to reduce its share of the 
project's financial benefits and increase its financial risks^ 
For example, the development entity may have to sell 99 percent 
of the project's financial benefjts yet retain unlimited 
liabilities for obligations of the project, ftddi tionaiiy, the 
development entity may b^ required by the limited investors to 
provide g u a r a n tee s against c o n s t r u c t ion overruns and i n i t i a 1 
operating deficits.^ To the extent the development entity agrees 
to limit their participation in the finan^ benefits and agrees 
to these guarantees, the project may become very attractive to 
potential investors at the expense of the development entity. 

The development enti ty must carefully analyse the project's 

total financial benefits, market for these financial benefits, 
and the risks necessary to attract equity capital. Compromises 
must be made. But most important , an amount of equity capital 
realistically available to the project must be determined. 



If the project can be built for the amount of money 

available for debt capital and equity capital, the project is 
feasible . 
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G. Determine the Total Project Development Cost 

fBaslt^ifil^J ^^^^-^^^ ^^""^^ made regarding thi i^ohomie 
% u- ^ ""I 3 proDect, the total project development 5oit must 
^LfJ^"""^!?^^* ^""POTtant consideration in determining these 

costs IS wlrat type and level of costs Will be acceptable to the 
1^* >,-^ there is sufficient economic value ih the project, 
^ , f"!®." """""^^^y will allow any justifiable cost to be 
allowlh1.'']n''^^K^''°^^?^^^ On the other hand, the level of fees 
allo>/able in the project often becomes a point of extensive 
negotiations • 

below: "^^^ ^^^^"^ formula for breaking down project cost is shown 

SOURGE GF FUNDS 

Loan proceeds 

Capital contribution from linited partners 

USE OF FUNDS 

Ail project develc^pinent costs: 

site acquisition costs 

construction costs 

f i nanc ing costs 

all other project soft costs 

All syndication costs: 

legal fees 
syndication fees 
sales Cdtunissions 

Developer fees : 

developer fee 

construction guarantee fee 
operating deficit guarantee fee 
development manageneht fee 
reporting fee_ 

(as required by trans if: agency) 

r.r.^nh^;;^^!?^'' ^^5^ ^esc r i b i ng this basic formuia from the view 
point of the development entity is as follows: 

TOTAL SOURCES OF FUNDS 
Loan proceeds. 
Capital contributions 

Less all project development costs 
Less all syndication costs 
Equals amount of Doney available to 
development entity for profit^ over- 
head^ and related fees. 
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In preparing the preliminary economic feasibility analysis^ 
it is recommended that the deyeiopm^nt entity's developer (with 
the advice of appropriate consul tants)^ prepare a "detailed 
project cost breakdown" of all anticipated costs. Even costs 
which may be eventually disallowed by the lender should be 
included. This project budget serve^ two purposes^ Firs^^^ 
project budget will put the developm^ent entity on notice a^ to 
the amount of "risk capital" needed to prepare the development 
proposal and car ry the pro ject to the point where outside 
financing can be obtained. Second, the project budgej: will 
provide not only a measure of financing needed (debt capital and 
equity capital) r but it can be an ef fective management tool for 
controlling cost and evaluating risk to the development entity 
throughout the development process. 

Illustration IV. 0 provides a general guide of the project 
expense items which should be used in estimating the overall 
project cost._ This example was developed for an averag^e $15 
million to $25 mi 11 ion commerci al project in 1980. The range of 
costs by item should be updated before using these figures to 
estimate project cost. Furthermore, it must be remembered that 
project item cost varies accord ing to the si ze of the project. 
Therefore, the main objective of Illustration IV.0 is to show the 
project expense items commonly included in determining total 
project cost. Mi nimal value should be given to the range of cost 
presented without first updating these 1980 figures. 

Any adjJitional costs incurred or anticipated but not 
included in Illustration IV.O should be added to the development 
entity's project budget. For example, the re may have been real 
costs initially; incurred in getting the development entity 
partners together or costs incurred to identify and interest 
limited eq u i t y pa r t n e r s in the project. Someone in the 
development entity incurred these real costs. Including these 
and other real costs in the project budget may well avoid hard 
feelings among partners of the development entity. Addi tionallyr 
a close accounting of all project costs will ensure that all 
partners of the development enti ty clearly understand the short 
and long-^term financial impact of the project. 
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Illustration iV.b 



OVERALL PROJECT DEVBLOPMEIIT COSST 



PROJgeT EXF>ENSE-4^EH 

-PURCHASE Mice 

-SALE 7HANSPSR TAXES 
-PURCHASE SETTLEMENT EXPENSES 
-APPRAISAL 

(FEASIBILITY STVOri 
-BASKET ANALYSJS 
-SITE ANALYSIS 

-PRELJMINARY D£SI(^ 

-MAJCR_TENA^fT PROSPECTS 
-PROtlECTEO CASH FL0W_ 
-FINAWSINS FEASIBILirr 

( CONSTRUCT HDN/RENOVAT ION) 
-BUI LD ! NQ_ JMPR0VEMEKTS 
-SITE IHPROVEWENTS __ * 
-/VCHJ TECTl«E/ENG I NEER I NG 
- 1 HSURANa OUR J N5 CONSTRUCT I ON 
-CONSTKUCTJON HANAC^MENT 
-TENAf^r jMPRbVS^NTS 

(PROJECT KANAGB^EWT) 

H»SANl2ATjbNAL PERSONNEL 
-PROFESSIONAL SERVICES 



SENERAir-RANGE OF COST 



(MARKETING) 

-REAL ESTATE BROKERS/LEASINO 
^TODEL UNITS FURNISHING 
-BROCHURES 

-POSTAOg & MISCELLANEOUS 
-LEASING ^VERTISING 

(OTHER EXPINSES) 

-REAL ESTATE TWES 
-LEGAL _ 

-FISCAL. PLANN I NG A ACCOUMTl NG 
-PROPprnr MAIfJTENANCE & EQUIPMENT 
^^SH REMOVAL 

(FiNANCJhC) 

•CONSTRUCTION LOAN DISCOUNT POINTS 
-ODNSTHUCtlON LOAN INTEREST 

-BROKERAGE FEES -_^NS7nifitjdN LOAN 
-MORTGAGE LOAN DISCOUNT POIWTS 
-MORTGAGE LOAN STAND-BY FEE 
-aWKERAGE FEES - MC:^TGAGE LOAN 
-iQUitY FUNDING COST 

(CONTINGENCIES) 



(15-20J OF PROJECT COST) 
(•5-^1 OF PtJRChfc^SE PRICE) 
i4-€f OF PURCHASE PRICE) 
(Sh900-$4,000) 



(S 9,000-110^^0) 

(ro,ooo-si5,ooo) 

(_St2,000-it8,00b} 
(S 9,000-110,000) 
(S l,5db-$ 2,000) 
(S 1,000^S 2,000) 



(J20-$49/SQaARE FOOT) 
(I 7r$20/S9UAFt£ FOOT) 
(3-«X OF ODNSTRcBTlON (50ST) 
n-U5i_0F CONSTRUCTION COST) 
(«-6|_OF_qo_NSTSUCtlON COST) 
(S2-$9/SQUAR£ R30T) 



(S90,006-S80,000) 
(S 9,00C>-S29,000) 



(5-71 OF ALLRENTAL INCOME) 
(SI,00O-$ 1,300) 
($9,000-110^000) 
($2,000-1 9,000) 
($9,000»S10,006) 



(LgCAL PROPERTY TA)( FORMULA) 

(S29,000-$40,0g0) 

(I 2^0bO*S 3,000) 

($ 3,000-$_5,000) 

(NEGOTIATED) 



(2-9J 0F_tOAN AMOUNT) 
(M lNTEREST_^INrS OVER THE 
PRIME LENDING MTE) 
(2-?f ¥ LOAN AMOUNT) 
(2-9S OF LOAN mmjj 
(1-21 OF LOAN AMOUNT) 
(1-2|_0F LOAN AMOUNT) 
(9-10^ OF CAPITAL RAISD) 

(1-91 OF PROJECT COST) 
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H. Make a Go/Mo Go Investnent Decision 

Based on the results of the preliminary economic 
feasibility analysis, your _ development entity is now in a 
position to begin ybUf final evaluation of the present joint 
development opportunity. So far, the information gathered has 
produced the fblldwlng: 

• A refined Bui Idincf Program responsive to the local market 
demands of the site; 



• The Net Operating Income (NOI) generated by the 
proposed building program; 

• The potential Economic Value of the building program; 

• An estimate of the maximum Debt Cgpltal and Equity Capital 
potentially available for the progect; and 

• A detailed breakdown of Total Project Cost. 



With the above stated information in hand, the development 
entity must begin to ask some hard questions as a precursor to 
making an investment decision to pursue this equity ownership 
opportunity, 

QUESTION ONE 

Does the proposed "building ilrbgr am" of f er a unique ad vantage 
over competing proposals? If so, is this competitive edge 
sufficient to win the development rights to the site? 

QUESTION TWO 

Does the development entity possess the experience in similar 
prbiects and a track fecbrd of successfully cbmpleting similar 
projects? Does the development en t i t y ' s de ve lb pe r have 
credibility with the transit agency, possible lenders and 
potential limited equity investors? 

QUESTION THREE 

Does the development entity have the avaiiabie "risk capital" tb 
prepare a competitive develbpment prbpbsal? Does the development 
entity have the financial commitments to carry the project to the 
pblnt where outside financing can be obtained? 

QUESTION POUR 

Is the estimated debt capital and equity capital sufficiently 
available to cover all proposed total pro ject costs? Are these 
sources of debt capital and equity capital reliable? 
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QUESTION FIVE 



Does the development entity have a contingency plan to cover cost 
overruns? 

eUESTION Six 

Are all partners of the development entity satisfied with the 
proposed return on investment and risks associated with the 
project? If no, are alternative partners with equal background, 
experience and/or access to financial resources available? 



_The answers to this set of questions will assist in making 
your investment decision. If the answers to these questions are 
all affirmative, the chances for success are excellent and 
therefore the development entity should seriously consider 
competing for the project. if all of questions one through four 
are positive, the develoijment entity still has a good chance to 
compete for the development rights to the site, if any of the 
set ^of questions one through four is negative, the development 
entity should seriously rethink its chances for success and 
possibly consider terminating its efforts to compete for the 
present joint development opportunity. 

^'^'^®spective of your development entity's decision to 
pursue a particular joint development opportunity or not, the 
preliminary economic feasibility analysis is a valuable and 
essential analytical tool. Should your development entiL:y decide 
to respond to the joint development solicitation, your 
development team now has specific guidelines and direction 
developed from the preliminary analysis. Should your development 
entity decide not to pursue the equity opportunity based on the 
results of the preliminary analysis, your partners may be wiser 
and better off for th<=}ir decision. 



The importance of the preliminary economic feasibility 
analysis cannot be overstated. Its proper execution is at the 
essence of a successful proiect. Your development entity is 
encouraged to use this preliminary analysis approach as a 
prerequisite to preparing a formal development proposal in 
response to a transit agency joint development site solicitation. 

w This concludes Chapter Pour. For a practical example of 

how the principles and concepts of this chapter come together 
please refer to Case Study One, The North Street Joint 
Development Project in Appendix One. 
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APPENDIX ONE 

CJ^E STUDY ONE: NORTH STREET JOINT DEVELOPMENT PROJECT 
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NORTH STREET JOINT DEVELOPMENT PROJECT 



OVERVIEW 

This case study is based on an actual transi t-^related real 
estate development project. The circumstances surrounding the 
case study have been modified, for instructional purposes, to 
reflect optimal conditions leading to the preparation and 
submission of a proposal to acquire the "development rights" to a 
joint development project. Specifically, this case study 
demonstrates how a minor ity/*^oman entrepreneur was able to 
maximize her resources and structure a major equity_ ownership and 
management role in a joint development project. The case study 
emphasizes ownership/organi zat ional i ssues, the financial 
structure of the deal and the mathematical analysis underlying 
the financing. 



• ENVIRONNENTAL SETTING 

The city used as a bactcgfound for this case study 
received its first Urban Mass Transportation Administration 
(UMTA) grant to commence its rapid transit system planning and 
design "in 1967^ By the mid 1970s^ the transit system (i^e. 
referred to as METRO) was well under cohstructibh. Although the 
local transit agency had completed almost half of the proposed 
transit system by 1980, minority and women owned businesses had 
obtained less than five (5%) percent of the dollar volume of all 
local business opportunities generated from the development of 
the transit s^^^stems 

As a result of pressure from the city council and the 
minor ity/women business comihuhity^ the local transit agency Board 
of Directors established hew joint developiheht policy guidelines 
which include a strong commitment for minority/women business 
participation in joint development projects. The following 
Disadvantaged Business Enterprise (DBE) goals were instituted for 
all hew joint developiaeht projects: 

6 TW"elve (12) percent participation by minority investors in 
equity ownership of development projects; 



• l^^l"^ ^^^^P^rc^t DBE participation during the development 
period in the following categories: 

(1) construction of building (as prime or subcontractor); 

(2) non-construction services; 

(3) professional services; 

(4) building management; 

(5) supplies and services; and 

• Teh (10) percent goal for the initiajl leasing of retail rental 
space to DBEs which shall Continue for five (5) years from the 
date of full occupancy; and, 

• Pifteen (15) percent goal during the entire term of the lease 
for DBE participation in the management and operation of the 
building, inclusive of all purchases, supplies, building 
services, including janitorial services. 



Shortly after the release of these DBE joint development 
goals, the local transit agency announced they were preparing a 
prospectus (i.e. request for proposal) for the "development 
rights" to the North Street joint development site. 
Consequently, the North Street joint development site represented 
the first test case for the new DBE joint development policies. 

• PROPOSE) jblNt DBVELOPMEIIT SITE 

"ffi® proposed joint development site was located at the 
corner of North Street and Broadway Avenue. The site was 
originally owned and cleared for development by the local 
redevelopment agency. Construction on the site was delayed bv 
the redeveiopment agency until after the alignment of the METRO 
lines and transit station sites were determined. As it turn'^d 
out, the local transit agency's internal studies indicated that 
this redevelopment agency site would be ideally suited as a 
transfer point transit station to lines leading to the suburbs. 

years of delay and disagreement between the local 
redevelopment agency and the local transit agency as to who Would 
be the public agency responsible for the joint development site, 
tne local transit agency was selected (through the "political" 
process) to be the lead agency^ The site was named the North 
Street Joint Development Project* 

Not only was the North Street joint development site a 

transfer po_int; the site was strategically located. The site was 
half way between the older downtown business manufacturing 
section of the city and the new financial/commercial bffic^ 
business section of the city. ftithough the immediate 
neighborhood around the site was in transition between old and 
new, the market potential of the area was untested. 



• THE LOCAL DEVELOPMENT CGNMUHITY 



Thecity's maior developers were dispieased with the way the 
pre-^development activities on the North Stree^ joint deveibpiheht 
site were progressing. The city's major developers would have 
preferred the redevelopment agency as the lead agency oh the 
North Street project due to their long term relationship with the 
agency. Additionally^ several of the major developers were 
ambivalent about including DBE equity partners in their proposals 
for the upcoming solicitation on the North Street projects They 
were worried there were not enough competent and bondable DBE 
contractors to do the work. Furthermore^ the major developers 
claimed they did hot know how to identify DBE investors to 
include as equity partners in their proposals. 

The issues raised by the major developers wet^e legitimate 
concerns^ which the local transit agency was unprepa red to 
adequately address prior to the scheduled sol ici tat ion for 
proposals on the North Street site. Under pressure frjjm the 
major developers, the local transit agency attempted to compile a 
list of all the city's DBE sub*-contractors and a list of ail the 
minority/women professionals (i.e. as potent ial DBE investors) 
they could find listed in the metropolitan area's teiephbhe 
books. Major developers remained unconvinced^ (NOTE: Oh 
subsequent joint development site solicitations, the local 
transit agency did address the bonding issue and developed ah 
excellent list of potential DBE investors.) 



• THE HIMORITY/WOMEN'S BUSINESS COMMUNITY 

Despite the local transit agency's commitment to DBE 
participation in joint development projects/ the minority/women 
business community was uncertain how best to organize itself 
to pursue equity ownership in the upcoming North Street joint 
development project. In general, DBE construction sub-- 
contractors were more interested in obtaining work for their 
firms than in pursuing equity ownership opportunities. As a 
result, they preferred to wait to see which of the major 
developers/contractors would call them to pa r t i c i pa te as 
subcontractors oh the project. On the other hand^ several 
meetings were held among prominent non-cons truce ion related DBE 
investors to discuss the equity opportunity potential of the 
North Street site. 

One of the prime movers behind the effort to get meahingfui 
DBE equity participation in joint development projects was the 
owner of a very successful commercial leasing and real estate 
company, Ms. Maria C. Gonzales. After the announcement of the 
new local transit agency DBE policies on joint development 
projects^ Ms. Gonzales attempted to organize a group of potential 
DBE investors (outside the real estate industry) to join with her 
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to submit a development proposal on the North Street project; 
Although these DBE investors respected Ms. Gonzales as a bdsiness 
person and as a knowledgeable commercial leasing agent, her lack 
of experience as a developer caused them to reject her ihltiai 
proposal i 



• THE EMERGElieE OF A DBE DEVELOPMENT ENTITY 

FiSi Gonzales' experience in trying to convince DBE investors 
to follow her Jead did result in a valuable lesson* Despite her 
success in commercial leasing and extensive experience in working 
with the major developers in the city, she realized she lacked 
the credtbtiii^^ needed to attract equity capital and 
lenders. She therefore decided to seek but a joint venture 
partnership with a major developer to complement her resources, 

Ws. Gonzales believed her resources offered a distinct 
advantage to any development team competing for the "development 
rights" to the North Street joint development project. First, 
she knew the local commercial leasing market as well as anyone. 
Second, based on her experience in working the North Street and 
Broadway Avenue area commercial leasing market, she 
understood what type and mix of commercial space (i.e. building 
program) would be most appropriate at the joint development site. 
Thirds she knew several successful entrepreneurs who were still 
interested in investing in major real estate projects despite the 
Initial rejection of her earlier proposals Last^ her commercial 
leasing and real estate firm had an excellent reputation among 
the local banks and major developers. These were valuable 
resources which she wanted to translate into an ecjuity ownership 
position on the North Street joint development project. 

Ms. Gonzales approached several of the major developers in 
the city to solicit their interest in a joint venture on the 
North Street project. She was careful not to share her building 
program ideas with the developers, instead, she stressed the 
benefits of her other resources. None of the major developers 
was willing to accept her investor group as a major partner. 
Nevertheless, all of the major developers were willing to 
consider her investor group as limited partners and some were 
interested in her services as a eommercial leasing agent for the 
project. 

""daunted by these rejections, Ms. Gonzales reflected on 
why her resources were not valued by the major developers. She 
discovered that in her presentation to the developers, she 
referred to her initial investor group (both DB^E and non-DBE 
investors) as her partners. This left the Impression with the 
developers that her initial group of investors also wanted to be 
general partners. This was not the situation at ail. it was she 
who wanted to be a general partner in a joint venture with the 
developer. The initial investor group would be limited partners 
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li.e. provide equity capital with no management participationji 
This was an important clarification the developers needed to 
know. This was an important discovery for her. W^rt devel o per s 
are reluctant to be general partners with an i^iv4dXxaX wtaa has 
TTttle or ho exppriince in real estate develop in entn,_ This is 
usuailynEhe case because developers do not have the time nor do 
they want to accept the liability of educating partners on the 
job. 

In discussing her dilemma with a group of trusted land use 
attorneys^ she was advised to discuss her proposal with a 
prbmiheht developer, Mr. Benjamin Samson. Mr. Samson had an 
excellent reputation for developing mixed-use commercial 
office/retail space in the Northern suburbs outside the cityi 
The attorneys also indicated a desire to participate with her as 
initial limited partners if this developer was willing to enter 
into a joint venture with her. 

After verifying, Mr. Samson's reputation as a well- 
established commercial developer^ donzales and Samson met. The 
meeting resulted in a tentative agreement to initiate a joint 
venture. The highlights of the joint venture agreement were the 
following: 

• Ms. Gonzales and Mr. Samson would be the general partners 
of a company created for the project and retain l7.5% 
ownership respectfully; 

• The general partnership would attempt to raise equity 
capital by selling off 99% of the tax benefits, 99% of the 
cash f IpWf and 65% of the net proceeds from the sale of 
the project or refinancing after 7 years; 

• As a way of enticing Satnson into the project, Ms. Gonzales 
agreed to commit $25,000 in cash to pay for ail the 
initial but-df-pocket expenses associated with determining 
the economic viability of the project. If and only if Mrs 
Samson was satisfied with the results of this preliminary 
analysis, would he be obliged to contribute his cash 
contribution . 

• Ms. Gonzales would be responsible for obtainijig IjLm 
commitments for all additional "risk capital" needed Trom 
the time the "development rights" would be obtained until 
construction financing was secured. Ms. Gonzales agreed 
to take no_ cbmrciissipn for raising these monies. These 
monies would be committed to the project upon nqtification 
the joint venture won the "development rights" to the 
North Street site; 
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# If the preliminary analysis proved to be ecohbihically 
viable and if Msi Gonzales obtained firm financial 
commitmejits for all the "risk capital" heeded (as 
determined by the jprelimihary analysis) Mri Samson would 
commit $200,000 cash for all out-^bf-pocket expenses 
associated with preparing the development proposal to the 
transit agency; 



• Mr. Samson would be responsible for securing additional 
equity and debt capital for the jproject; 

• Mr. Samson would be the developer and provide a guarantee 
agaijist construction cost overruns as part of his 
developer fee (4% of project cost plus $200,000 bonus if 
project was brought in on scheuule). If the project was 
completed behind schedule, the developer fee would be 
reduced to 2 1/2 % and ho bonus. 

• Ms. Gonzales' commercial leasing and real estate firm 
would be the exclusive leasing agent for the project; 

• Operational mahagem(Bht of the project would be done by the 
joint venture company; 

• All operating deficits would be guaranteed by both 
Gonzales and Samson; 

• Both partners agreed to include DBE cohs^ultants and DBE 
sub-contractors in every phase of the development process 
and operation of the project in excess of the minimum DBE 
participation goals established by the local transit 
agency if possible^ 



With this joint venture agreement in hand^ Ms^ Gonzales had 
the beginnings of a formidable development team^ She now had the 
credibility she heeded with equity investors and lenders^ She 
had a development team partner capable of competing with the best 
of the city's major developers. 

Her next task was to obtain commitments from DBE consultants 
and DBE contractors to join her development team. With the 
assistance of her partner, a tentative agreement was reached with 
a well respected but little known DBE architect to join the 
development team. The two largest construction contractors were 
contacted to solicit their interest in participating oh the 
development team. As a condition of their participation, they 
were requested to joint venture with sinaller DBE contractors who 
had good reputations but not the experience, equipment, staff and 
bonding to undertake the construction of the project by 
themselves. One of the large construction contractors agreed to 
participate on the development team in joint venture with the 



largest DBE contractor in the cityi Her development team now not 
only had credibtiityr but was setting the standard for DBE 
participation in joint development projects. 

Prior to signing the joint venture agreement with Mr* 

Samson, the agreement was reviewed by her land use attorneys. 
They advised her to sign the agreement and renewed their 
commitment to invest as part of the initial limited partner 
group. The joint venture agreement and the commitment for equity 
capital from the attorneys were well received by Ms. donzaios* 
potential DBE investors. A verbal agreement was obtained from 
the DBE investors to consider her need for equity capital once 
the financial requirements were known. 



• PRE-SbLICITATlbN ftHALYSIS AND TACTICS 

While identifying and selecting a development team, Ms. 

GqnzalesV staff began to gather as much information on the North 
Street joint development site as possible. The staff research 
indicated the following: 

• the local transit agency favored a mixed*-use commercial 
office/retail development plan for the site; 

• the local transit agency would require the developer for 
the site to set aside a minimum of 25,000 square feet for 
public cpace within the proposed building; 

• the local transit agency was consider ing a minimum land- 
lease guarantee payment of $12 per square foot per year 
for the development rights to the site; and, 

• the local transit agency was planning to allow 90 days for 
developers to submit their development proposals for the 
North Street project. 

Based on her knowledge of the local market, the size of the 
site and zoning height limitations on the property^ Ms,. Gonzales 
was concerned that the public space requirements and minimum 
land-lease rent requirements would cause a substantial negative 
cash flow in the initial years of operation. Only the largest of 
the city's major developers could risk such a possibility* 

Ms. Gonzales organized a group of prominent DBEs (part of 
her limited partner group) and interested major developers to 
meet with the local transit agency to verify her information 
about these issues. Her information was correct. After several 
hours of discussion, the local transit agency agreed to re-- 
evaluate the public space and land-lease requirements before 
finalizing the solicitation. 
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_ The local transit agency was less receptive to extending the 
Sdlicitatibn period of 90 days on this project. Extending the 
solicitation period would require transit system design delays in 
other parts of the system^ In response to the local transit 
agency's appa^reht reluctance to reconsider this issue , Gonzales 
and_ the developers pointed out that a comprehensive market 
analysis alone would take 90 days. The architectural design 
would take iihother two months. Finaiizins the development 
proposal would add another two months at minimum. Despite these 
arguments for additional time in which to prepare a competitive 
proposal^ the local transit agency staff were non-committal on 
this issue. 



• DETAILED REVIEW OF THE LOCftf. TRMiSlt AGENCy PROSPECTUS 

When the prospectus was^ published by the local transit 
agencyr Ms. Gonzales, Mr. Samson, the architect and the project 

attorney reviewed the docujneht. ftmong^ the salient points of the 

North Street joint development prospectus were the following: 

• the proposed "development rights" were for 24,500 square 
feet of cleared land at the corner of North Street and 
Broadway Avenue; 

• interested bidders would have one hundred and eighty (18B) 
days in which to submit a proposal in compliance with the 
specific requirements set forth in the prospectus; 

• land-lease period on the property was to be fifty (50) 
years with an option to renew based on reappraisals for an 
additional period up tc forty-nine (49) years; 

• land-lease proposal mu^^ contain an offer of_ a minimum of 
eight (8) dollars per square foot or a specific percentage 
of effective gross income; 

• proposals must be accomplished by a bid bond Ccertif ied 
check or bank letter of credit acceptable to METRO in the 
amount of $50,000 to guarantee that such proposal will not 
be withdrawn for a period of 60 days during METRO'S review 
of said proposal; said bid bond returned to all 
unsuccessful parties within ten (10) days after METRO'S 
review period); 

• a cash sum of $100,000 shall be paid to METRO upon 
execution of the contemplated lease (the lessee's original 
proposal guarantee deposit may be applied); 

• proposal must include a Statement of Qual i f icatiohis 
containing: the deveioper's corporate charter , partnership 
agreement or other organizational documents. 
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qualificatiohs of devel each member of the 

development team and a recordofpast performanceon 
similar projects demonstrating timely and successful 
completion; 

• complete s t a t e men t oti t he f i nahc i a 1 ability of the 
prospective party to accomplish the planned development; 

• lessee will be required to develop the site in conformity 
with development plans approved by METRO (i.e. twelve 
story limitation^ highest commercial mixed use, station 
area planning with a m_inimum of 10,000 square feet as 
public area within the project, etc.) 

• proposal must inci u^d^ description of the 
proposed development consisting of preliminary plans and 
outline specifications prepared by a qualified architect 
and must include a site plan, schematic floor plans, and 
elevations and cross sections; 

• proposal must include financial pro forma analysis of 
gross and effective gross income expectancy after initial 
full occupancy of the contemplated improvements; 

• proposal must contain Disadvantaged Business Enterprise 
(DBE) plan to include equity participation, contracts for 
professional and technical services, construction 
contract ing, purchasing of materials and supplies, and 
building leasing and management in accordance with minimum 
DBE participation goals. 

Upon review of the prospectus,r MSi Gonzales and her 
development team were pleased to discover that the local transit 
agency had lowered the minimum guaranteed rent requirement and 
the public space requirements. Despite the local transit agency's 
Initial reluctance, the development team was pleased by the 180 
day period provided for preparing a response to the soHcttatton^ 
Attendance by the development team at the bidders conference held 
by the local transit agency also proved extremely helpful in 
clarifying the prospectus and financial objectives of the 
transit agency. 

The joint venture general partnership agreement was^ now in 
effect. Ms. Gpnza les opened an account for the general 
par tnership with her $25,000 cash. Mr. Samson also made 
arrangements to fulfill his financial commitments to the project 
if the preliminary analysis proved positive. 



• FORMULATION OF A BUILDING PROGRAM 

Based on Ms. GonzalesV experience in assisting clients to 

lease commercial space in the North Street Transit Station area. 
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she believed she knew the local market as well if not better than 
anyone else. Her general partner , Mr. Samson, was less familiar 
with the needs of the local market but had extensive experience 
in formulating successful bui id i ng programs. The proj^ect 
architect was an excellent designer with extensive background in 
construction costing. Together, they began to formulate a 
building program. 

Their JJevelopment concept attempted to take advantage of 
three market factors. First, the area along Broadway Avenue 
nee?3ed more ^lass A office space to accommodate the growing 
of fi^ce^ requirements from the hearby_ 1 ight industry manufacturers. 
Additionally, many office automation vendors and service 
providers desi red offices ioc^a^ted somewhere between their 
manufacturing and business clients in the financial center of the 
city. This site was ideally located for both these commercial 
office demands. Second, the area lacked good, attractive 
restaurants for executive lunches and dinners and fast food 
restaurants for the local jJaytime work force. Third, ui>scale 
retail stores were ohavaiiabie within the immediate area for the 
day time work jforce and occasional commuters. A building program 
which combined these facto^r^ could only be enhanced by the fact 
that the North Street Transit Station was a transfer point for 
commuters working in both the manufacturing and financial service 
sectors of the city. 

Consequently, a building program was created which included 
office, retail, restaurant, parking and public space. Now the 
question was: "is it economically feasible?" 



• THE MARKET STUDY FOR THE BlIILDIHG PROGRAM 

Ms. Gonzales and Mri Samson were well aware of the 
importance of a good market study. Not only would the market 
study verify their hunches of what should be built, the market 
study results would allow them to refine their building program. 

The general partners agreed to hire a well-established and 
reputable certified public accounting firm which also maintained 
a division which specialized in commercial real estate market 
research. A small fee ($3,000) was negotiated for the initial 
market study based on an agreement to use this same firm to 
undertake the more formal market study and preparation of 
financial pro formas for the project. 
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The inarket study verified Ms. Sonzaies' assamptiohs about 
the market. Based on this market analysiSr Mr. Samson and the 
architect finalized a twelve-storyr 348,000 S.F. (gross) building 
complex consisting of the following net space allocations: 

- 200r000 S.F. (office) 

- 30^000 S.F. (retailj^ 

- 70,000 S.F. (parking) 
109000 S.F. (public space) 



• ESTIMATING THE PROJECT'S FUTURE OPERATING COST 

One major a d v a n t a g e of h i r ijig a well-^established commercial 
real estate market research firm was their access to historical 
data and comparatjlye data on commercial property leasing income 
and ope ranting expenses. Combining the market research firm's 

income/expense data w i th the general partners' i nf or mat ion on 

prqiec^ted income/expenses proved most helpful. As a result, the 
general partners were able to develop the following operating 
income and cost estimates: 



INCOME: 

200,000 S.F. (office) @ $19/S.F. = $3,800,000 

30,000 S.F. (retail) @ $21/S.F. = 630,000 

65,000 S.F. (parking) @ $4/S.F. = 260,000 

10,000 S.F. (public space) @ $0 = 0 

POTENTIAL GROSS INCOME $4,690,000 

VACANCY (5%) 234,500 

EFFECTIVE GROSS INCOME (E.G.I.) $4,455,500 



EXPENSES: 

200,000 S.F. @ $5.75/S.F. 
30,000 S.F. @ $2.75/3. F. 
Land Lease Payment to 

Transit Agency @ 4.5% of EGI* 1,433,000 

NET OPERATING INCOME (NOI) $3,022,500 



* With a land lease payment of 4.5% of EGI, the transit agency 
will get precisely $8/square foot on the site. As the project 
EGI increases, the land lease revenues will increase. 
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Prbih_ the operating cost calctalaticmsr the general partners 
Wejre able to obtain the Net Operating Income (NOlj. Now to 
calculate the capitalization rate in order to convert this income 
stream into an economic value. 

To determine the capitali2atl6nr_ Mr* Samson was able to 
check with his mortgage banker. According to Mr. Samson's 
mortgage banker, the going interest rate for ion^-term financing 
was twelve (11 3/4%) percent with a balloon payment at the end of 
five to ten years^ The 16an--to-value ratio varied from 70% to 
90%. This information was combined with the fact that the 
general partners' equity investors were expecting a cash-on-cash 
return before taxes of approximately ten (113%) percent. With 
this information, the general partners were able to calculate a 
reasonable capitalization rate for the project: 



PORTION 



RATE 



WEIGHTED 
RATE 



Mortgage Loan 
(principal and interest) 
investor's Equity 



75% 
25% 



.121864* 
.100 



.09140 
.02500 



CAPITALIZATION RATE .11640 



Therefore, the economic value was calculated as follows: 



Economic Value ~^ 



_ _ ^N0I . 

Capitalization Rate 



= $3^022,500 
.11640 

Economic Value = $25^966 ^495 

say $26,000,000 



* fFis number is the debt service constant for 12% amortized over 
30 years (refer to mortgage tables). 
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# ESTIMATIHG THE TOTAL SOURCES OF CASH FOR THE PROJECT 



Mr. Samson's mortgage banker's quote of a twelve percent 
(12%) long*-term loan rate was more than just a guess. Mr* Samson 
had an excellent reputation with several permanent lenders* As a 
result, his mortgage banker had already been checking around to 
see what were the best mortgage terms available for a first rate 
developer such as his client. With Hr.^ Samson's reputation as a 
developer r the best mortgage terms available at the time included 
the following factors and ranges of options: 

- twelve percent (11 3/4%) interest amortized over 25 to 30 



^ loan-to-value_ ratio ranging ffbm 70% to 90%; 

- principal balance wptild be due and payable upon either the 
fifth, seventh or tenth anniversary of the loan 

- release of loan funds would be tied to a minimum leasing level 
of 80% (flbor loan); 

the net operating income must be sufficient to produce a 
minimum Debt Coverage Ratio of 1.207 and 
^ an equity kicker (see Glossary) would be a requirement of the 
loan either as a portion of net cash flow or as a 
percentage of net proceeds upon sale of the projects 

Based on Mr. Samson's experience with permanent lenders,^ the 
Debt Cove rag^e Ratio of 1.20 was ah important consideration which 
would be difficult to reduce. Using the Debt ebverage Ratio of 
1.20 as a minimum standard, he set out to negotiate the best 
mortgage terms for the project. He came tap with the following 
mortgage terms which appeared to be reasonable upon review by his 
mortgage banker: 

- The economic value of the project would be $25^966,495 
(i.e. based on Net Operating income and a Capitalization Rate 
of 11.64%); 

- The long-term mortgage rate would be 11.75% amortized over 30 
years (i.e. debt service constant = .121864 (see mortgage 
tables) ) ; 

- The principal balance would be due and payable upon the seventh 
(7th) anniversary of the loan (i.e. balloon payment) with no 
prepayment penalty; 

- Eighty percent (80%) of the loan would be released upon receipt 
of final inspection from^ the construction lender and 
verification that the project ha^ achieved an 80% occupancy 
rate. Upon achieving a 95% occupancy rate, the remaining 20% of 
the loan amount would be funded; 

- The Debt Coverage Ratio would be 1.27; and. 
No equity kicker would be offered to the lender. 



years; 



13 




Gonzales and Samson both knew that the absence of the jequlty 
kicker for. the lender could potentially cause the lender to 
/flff^ their proposals They agreed to give up no more than ten 
U0%J per cent of the net proceeds from the sale as ah equity 
kicker if absolutely necessary to obtain the debt capital* of 
course, the ten (10%) per cent would come from their respective 
share of the net proceeds from the sale (i.e. reduced from 17.5% 
to_12.5% each). Nevertheless, based on the above stated terms 
and conditions of the permanent loan assu med acceptable to the 
lender* the general partners expected the loan amount to be 
$19,500,000 with ah annual debt service payment of $2,376,338. 
These amounts were calculated as follows; 



PERMANENT LOAN AMOUNT 

Loan-to-value Ratio = 75% of $26,000,000 (i.e. 

economic value) 
LOAN AMOUNT = $19,500,000 

ANNUAL DEBT SERVieE 

$19,500,000 X .1218635 @ debt service constant 
for 11 3/4%, 30 years 
Debt Service = $2,376,338 

DEBT COVERAGE RATIO 

Debt Coverage Ratio = Net Operating Income 

Debt Service 

= $3,022,500 
$2,376,338 

Debt Coverage Ratio = 1.27 



• DETERHIHING THE EQtfitY CAPITAL NEEDED FOR PROJECT 

^ As will be explained later in this discussion, the total 
project cost was calculated to be $26,000,000. with Mr. Samsoh*s 
financial lending contacts, it appeared that raising $19,500,000 
in debt capital (ii 3/4%, 30 years amort., 7 year term) would 
not be a major problem. The next question was how best to raise 
the required $6,500,000 in equity capital. 

Upon discussion of this matter among the general partners 
and their financial advisors, it was decided that the required 
equity capital for the project had to be raised in stages. it 
was also recognized that the initial stages Would pose greater 
risk to the investors. It was therefore decided to have two 
classes of limited partners. The initial limited partners (Group 
A) would provide the "risk capital" during the real estate 
develop m eni: phases leading to obtaining the construction loan. 
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Upon receipt of the cohstructioh loan commitjnerit*^ Group A would 
receive a preferential return for their wiliingness to accept a 
greater risk in the project. 

The additional 1 xmi ted partner's (Group B) investment would 
be arranged through a public of fering prepared by a reputable 
syhdicator. The equity capital from Group B would be contributed 
to the project in two parts. Part one of their investment would 
be pledged upon receipt of the construction loan commitment to 
the project. Part two of Group B's investment would be committed 
in the i'^im of a "letter of credit" and only used to cover 
contingency costs. 



• EQUITY CftPITftL CmfTRlBBTION AiUtANGENENTS WITH GROUP A 

Group A represented ten investors in the 50% tax bracket 
(six DBEs and four noh-DBEs) which were trusted clients of Ms. 
Gonzales. The following financial arrangement was made with 
Group A: 



- Group A would only be requested to invest if the joint venture 
partners were successful in acquiring the "development rights" 
to the North Street Joint Development Project; 



Upon notification of the award of the "development rights" to 
the joinu venture partners, each of the ten limited partners in 
Group A would contribute $60,000 each for a total of $600,000* 
This amount of "risk capital" was determined to be the amount 
needed to take the project through the Final Design and 
Financing Phases. 



^ Upon receivinga letter of co m m i t m e n t f o r c^ h s t r uc t i oh 
financing on the project. Group A's limited partners would 
contribute another $72,500 ejich for a total investment of 
$132,500 each and a total group investment of $1,325,000. 



*It must be kept in mind that construction^ loan commitments are 
only made a f te r the lender i s sa t i s f i ed that a^l 1 the 
archi tectural/engineer ing plans^ are ready, all permits to 
commence construction are in place and most important, a 
commitment for long-term financing is available to "take out" the 
construction lender upon completion of construction. 
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•The following facts and equity requirements emphasize Group A's 
investment : 

Si Partnership wasi established^ Decemberr 1981. 

hi Number a£ partner^ 2 general partners; 10 initial limited 
partners; and an unspeci f ied group of additional limited 
investors. * 

Ci Eguitg dapitai cdn£f i but i on s 4- general partners ($225,000)i 
initial limited partners ($1,275,000 + $50,000 
(organizational fee)); and additional limited partners 
(estimated to $5,000,000 plus $560,000 syndication fee). 

^* ^^^h assessm ents ; to be covered by general partners only. 

e. Cash distrib ution s irom oper a tion s^ initial limited partners 
to receive a noncumuiative, preferential 10 percent return on 
all equity paid to date. Any excess cash flow to be 
distributed first to additional limited partners on a 
noncumuiative preferential 8 percent return basis andthe 
remainder distributed 25% to initial limited partners; 74% to 
additional limited partners; and 1% to general partners. 

f. Eraflte and l osse s:^ to be distributed 49% to initial limited 
partnersj 50% to additional limited partners; and 1% to 
general partners. 

g. Saies^ and l^lx^ui dation xyf partnership assets; after payment 

of mortgage and sellTng expenses, the Tnitial limited 

partners are to receive all their equity invested first. The 
additional limited partners are to receive all equity and 
assessmente second. Any excess is to be distributed 20% to 
initial limited partners; 45% to additional limited partners; 
and, 35% to the_ general partners. 

h. Part^ner^^p organization feet to be paid by initial limited 
partners ($50, 000), All partnership reporting and record 
keeping will be the responsibility of the general partners as 
part of their management fee. 

The investors of Group A were well aware of the risk 

associated with their investment. They were taking the risk that 
the project could not only obtain long-term debt financing, but 
equally i mpor tan t, that it could attract sufficient additional 
limited investors (Group B) to satisfy the equity requirements of 
the long-*term lender. 



* At the time of the original formatioi. of the partnership, the 
need for additipnal limited partners was recognized. The 
specific number of additional limited partners was unknown. 
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• EQUITY CAPITAL CONTRIBUTlbN ARRANGEMEHTS WITH GROUP B 

In calculating the total proj^sct cost of $26_,000j000j the 

general partners took into consideration the syndication fee 
which would have to be paid to the i>yndicator for soliciting and 
qrgani zing the additional limited inye'stors. Addi t ionallyf the 
total project cost included a subsiLantialr yet reasonable^ amount 
( i . e . $ 1 , 56 0 r 0 0 0) to co ve r po s s i b 1 e under e s t i m a t i o n o f 
dtsvelop^ment cost and working cap deficiencies due to costs 

exceeding revenues during operation. 

Three of the top syndicators in the city reviewed the 
financial pro for mas prepared by the general partners* 
accountants and architect/contractor. After some negotiation, 
one of the syndicators agreed to raise $5,560,000 (90% of 
proceeds to the project and 10% as a syndication fee). The 
following agreements were made: 



The syndicatpr would commit to raising $5,560,000 (90% of 
proceeds to the project) for the project, if and only if, the 
project could obtain a_ letter of commitment from a 
permanent lender for $19,500,000. 

^ The syndicator agreed to deliver the syndicated amount within 
six months after construction commenced^ 

^ The additional liihiteid partners (Group B) were included in the 
partnership created for Group 

The following facts and equity recjuireihehts emphasize Group B*s 
investment : 

a. Initial Parthership> was established: December, 1982 

bi Number of partners: 2 general partners; 10 initial limited 
partners (Group A) ;ahd 20 additional limited partners (Group 
B) 

c. Equity capital contributions: the additional limited partners 
agreed to: 

—contribute $4 > 000, 000 ($3^440,000 to project and $560,000 
to syndicator) in cash --a letter of credit for $1,560,000 
to cover cohtihgehcy expenses. 

--if the letter of credit did hot have to be used, the 
additional limited partners agreed to share a portion of 
their cash flow after preferential allocations, with the 
general partners getting up to a maximum of ah additional 
24% of cash flow. 

*it was agreed th^at the syndicator would receive $560,000 as a 
fee whether or hot the "letter of credit" was used. 
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d» Cash assessments; to be covered by the general 
only. 



e. Cash ^ distribution from oper at i^^ initial limited partners to 
receive a noncumulative, preferential 10 percent return oh all 
equity paid to date^ Any excess cash flow to be distributed 
first to additional limited partners on a noncumulati ve 
preferential 8 percent return basis and the remainder 
distributed 25% to initiai limited partners; 74% to additional 
limited partners; and 1% to general partners. 

f. Profits a nd^lossesi^ to be distributed 49% to initial limited 
partners; 50% to additional limited partners; and 1% to 
general partners^ 

g. Sales and liquida^ttdn o£ p a rtne r^Mp assets; after payment of 
mortgage and selling expenses, the initial limited partners 
are to receive all ecjuity invested first. The additional 
limited partners are to receive all equity and assessments 
second. Any excess is to be distributed 20% to initial 
limited partners; 45% to additional limited partners; and, 35% 
to the general partners. 

^* £.l£ill£££lliE aragnii^gjign fee; paid by initial limited 
partners. The sy"ndlcator was directly responsible for 
organizing the additional limited partners (i.e. preparation 
of offering documents, legal and accounting). These expenses 
were part of the syndication fee. 



• DETBRMINiliG TfiE T6TAL PROJECT COST 

As mentioned in the section discussing the equity capital 
needs for the project, the development team estimated the total 
project cost to be $26, 000 , 000. Many factors went into this 
estimation. First, the hard cost (i.e. building and site 
improvements) was estimated by the architect in consultation with 
the proposed prime contractor. Second, the soft cost emerged as 
a result of much negotiation among the general partners and the 
development team members. Let us examine these soft costs in 
more detail. 

Although architect/engineering fees range from 3% to 6%, 
the general partners agreed to pay the architect a relatively 
higher fee of 5%. This 5% fee was based on a commitment by the 
architect to assist in the preliminary analysis for no fee and a 
commitment to prepare the architectural schematics and rendering 
(i.e^ high quality graphic representation of completed project) 
of the building program for the transit agency solicitation. The 
architect agreed to only charge $12,000 for this initial work. 
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The_ financing fees and cbristructibn ^; cerest were estimated 
by Mr. Samson's mortgage broker ba- 1 oh a $19^425^000 
construction loan and subsecjuent perman nt Loan for the same 
amount. These costs were established to b« as follows: 



Constfuctibn Loan 

Total Amount 75% of Perm. Loan) 

Average Loan Amount (60% of Loan) 

Interest Rate (2 points above prime) 

Loan Period 

Loan Or ig i nat ion Fee 

Mortgage Broker ' s Fee 



$14,625,000 



8,775,i 
13% (average) 
15 months 

1% 



Permanent, Loan 

Total Amount $19^500,000 

Interest Rate 11^75% 

Terms, 30 yrs amort^ due in 7 yrs 

Loan Origination Fee 1% 
Mortgage Broker' s fee 



As a precaution against delays in eohstructibh and slow 
leasing of the building's leasable space, Gonzales and Samson 
decided to include additional "safety" into their cost estimate. 
First, Samson was confident he could "fast track" the 
construction schedule in order to complete the project in twelve 
months. Nevertheless^ they wanted to arrange for a fifteen (15) 
month construction loan. Second^ they included the added 
interest cost for carrying the entire ebhstruction loan for an 
additional three months, beyond the fifteenth months Three, they 
assumed that the building would only be eighty (80%) per cent 
leased by the eighteenth month. (NOTE: They assumed that the 
permanent lender would require a minimum of J0% leases before the 
"take dut"_16an wouLd be available. At the 80% lease level, the 
permanent lender would only provide 80% of the loan; therefore, a 
plan to cover this "gap" has to be i ncbr pora ted i nto the 
financial strategy at the star t) i Thi rd , they assumed the 
building would only be eighty (80%j per cent leased by the 
eighteenth month. Last, they included an additional amount for 
miscellaneous expenses and operating deficits. 
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^P^'i"*^^*""' the financing feiss, construction interest and 
follows^^ deficits "contingency" amounts were estimated to be as 



Fihahcihg Fees 

Construction Loan fee § 1% _ $ 146 250 

Mortgage Broker'^s fee § 1/2% 73'l25 

Permanent Loan fee @ 1% 19 5' 000 

Mortgage Broker's fee @ 1/2% 97)500 

Total F'inancing Pees $511,875 



Cost of Loans (Interest Expenses) 

Construction Loan ei3%*15mos,avg loan $8,775^000 $1,425,938 

Construction Loan 613%, 3inos,f tall loan $14,625,000 475,313 

Permanent Loan §11.75%, 3m6s, 80% of $19,500,000 458,250 

Total Financing Cost $2,359,501 



- Miscellaneous/Operating jDeficits 341^250 

TOTAL $3^212^626 
say $3,212,625 



511^ interest coats shown in the above stated summati6n, 
beyond the initial twelve months of construction, were considered 
to be^jjart^of the project "contingency cost". The interest cost 
for the first twelve months is $1,146,750. The difference 
between $2,359,501 and $1,140,750 is $1,218,750. This $1^218,750 
amount represents the additional amount needed to cover interest 
cost beyond the initial twelve months. Eventually, the general 
partners agreed to allocate $1,560,(300 in contingency cost for 
I^K^^fo^®??"^ {$1,218,750 + $ 341,250). Note the $341,250 amount 
for miscellaneous operating deficits. 
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The general partners also went through their oWri negotiating 
process to determine their respective marketing/leasing 
cbihmissioh fee^ developer fee and management fea. It was finally 
agreed that each partner would take their normal fee rather than 
reduce their fee ih_ recognition of their added co-responsibility 
to cover operating deficits on the project. As part of her_ fee^ 
Ms, Gonzales' comm^ercial leasing and real estate company would be 
the exclusive marketings and leasing agent for the project* For 
this service^ Ms. GohzalesV leasing commission would be 3*5% of 
the first year's lease multiplied by the years of the lease 
taverage 5 year leases}^. Addi tionallyr Ms. Gonzales' real estate 
firm would be the exclusive agent for the sale of the project 
seven years hence. 

Mr. Samson was not only responsible for 50% of all operating 
deficits, he was 100% respohsibLe for all construction cost 
overruns. In addition to his developer fee (4% of total project 
cost)/ he insisted on receiving a bonus if he brought the project 
in oh schedule (i.e. 12 months). After some negotiating and 
discussion ambhjg Ms« Gonzales and her limited i hvestors, they 
agreed to give Mr. Samson a $200,000 bonus if and only if the 
project was brought in on schedule* HSj, Gonzales was a proponent 
of this bonus in the discussions with her investors because she 
knew that if the project came in oh schedule, there would be a 
substantial savings of interest cost* These savings coulcl be 
used to cover operating deficits, and she would benefit from 
these savings as a general partner* Nevertheless^ Ms* Gonzalas 
was able to get Mr. Samson to consent to accepting only 2*5% fee 
and no bonus if the project failed to come in oh time and 
therefore required the use of contingency funds (i*e* call for 
use of letter of credit from Group B overall commitment). 

Gonzales and Saihsbh split the management fee (4% of 
effective gross income) of the project according to the services 
rendered by each partner in the management of the project. The 
profits from the management fees were split 50%/50%* 

Next, the syhdicator fee was negotiated at 10% of all 
proceeds raised* For this fee, the synd i ca tor (a respected 
national 6rgahi2:atioh with international investors) agreed to 
raise $5 million for the project. 
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The following is a summary of the total project cost. 



TOTAL PROJECT COST 



TOTAL DIRECT COST: 

SITE IMPROVEMENTS; 

Excavating^ paving^ curbing $750 r 000 

Landscaping 145 r 000 



895,000 

BUILDING: _ 

Shell 348,000 s.f. (gross) @ 

$45/s,f. 15,660,000 
Tenant Allowance 230,000 s.f, 

(net) @ $9/s.f. 2,070,000 

Total Direct Cost 18,625,000 

TOTAL INDIRECT COST: 

Architect & Engineering @ 5% 

of Construction Cost 931,250 

Testing & Inspections 135,000 

Bbnds^ Permits & Fees 105,000 

Taxes & Insurance 175,000 

Legal/eibsihg 190, 000 
Financing Fees 

Cohstructton Loan Interest 
(75% of Permanent Loan @ 
$14,625,000 @ 13% @ 15 mos. 

e_60%) 1,425,938 

- Construction Loan Fee @ 1% 146,250 

- Permanent Loan Fee 

($19,500,000 @ 1%) 195,000 
^ Broker's Pee @ 1/2% x 

(ebhsti loan + Perm, loan) 170,625 
Marketing @( 3 1/2% x $4,455,500 

(EiG.Ii) X 5 yrs on leases) 779,713 
Developer Pees jguarantees, 

overhead St profit) 1,000,271 
Syndication Pee | 10% of 

capital contribution 560, 000 

Interest/Operating Deficits 1,560,000 



Total Indirect Costs 7,374,047 



25,999^047 

TOTAL COSTS say $26,000,000 
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• THE GO/HO GO DBCISIOM 



After three weeks of extensive analysis by the development 
team and $17^560 in expenses, the general partners were ready to 
make their decision to go or not go for the North Street joint 
development site "development rights". 

Many uncertainties still existed. How correct were 
their assumptions about the local market? How good were their 
project cost estimates? Could they get the permanent lender to 
agree with their terms and conditions? Could they really raise 
the equity capital needed? These are the hard questions which 
the preliminary analysis was to have assisted in answering. 



The general partners reviewed their conclusions of the 
preliminary analysis wi th_ their mortgage banker, their 
syndicator^ and their proposed initial group of investors (group 
ft). The limited investors agreed to commit $1,400,000 as per the 
terms outlined. Based on this cdmm i tment and advice of the 
mortgage banker, Gonzales and Samson decided to go for it. 

Based oh the financial data and conclusions of the 
preliminary economic feasibility analysis, the general partners 
proceeded to refine and package their development proposal. The 
packaging of the proposal required the following activities: 



1. Th€5 marketing research consultants prepared a formal 
market study with supportive data, marlcet demand 
statistics and recommenda^,ioris^ 

2. The general partners and architect .Hretully refined their 
btaildihg program for the site to cour, iy with all criteria and 
objectives set forth by the local t aasit acjency for the 
site; 

3. The architect prepared the building ^ v^gram specifications, 
schematic floor plans, cross sec.-.i«jns an*^ designed an 
impressive rendering of the prepared pr ^ 

4. ftn arcjiitectural staterhisht was developed ^hci ino now this 
project was in compliance witL_ the pXa?v:.ing and design 
criteria of both the city and local transit ai;tiXority; 

5. ft transportation impact study and analysis W^s prepared; 

6. ft detailed development schedule and management plan was 
prepared; 

7. The credential and experience of each consultant and firm on 
the development team was documented; 



160 



8» Detailed pro forma financial statements were prepared for 
the project; 

9. Updated financial state.'hents were prepared on both general 
partners and three of th<5 ihltlai investors; 

10i Tenant commitment letters were obtained; 

11. Letters of interest from financial institutions for 
permanent and construction financing were obtained. 

12. A letter from the general partners' syndicator was also 
included; 

13. A Disadvantaged Business enterprise (DBE) Utilization Plan 
was prepared; 

14. The general partnership documents were finalized. 



The entire development proposal was submitted to the local 

transit agency before the deadline. bf the five development 
proposals received, Gdnzalas/Samsoh's proposal was one of the two 
final proposals selected for oral interviews before the joint 
development selection committee of the transit agency. Their 
proposal was selected. 

At this point, the joint venture partners moved into the 
Final Design and Financing Phase. The financial commitments from 
the Group A investors were obtained. The architect was given 
permission to proceed to prepare the final architectural and 
engineering drawings. The mortgage broker started to line up the 
requirements of both the construction lender and the permanent 
lender. The syndicator and the joint venture partners finalized 
the details of their agreement. 

Twelve months after financing was secured, the Construction 
Phase was completed ahead of scheduie and the project was fully 
leased. Mr, Samson x aeiv^ci his $200,000 bonus for completing 
the project within ..welvf- months, in addition to his 4% 
devtloper's fee. Ms^ G ^nzelea received her leasin:? commissions. 
Because of the success . f both the construction scheduling and 
leasing program, the $l,-;60,l'?t "letter of credifc'^ committed by 
the additional limited partn^sr'S did noir. have to be used. This 
fortuitous set of circur.tstanee.!^ Uower' the additional limited 
partners to make a grea ar r. icrn on their invt irtment and 
eventually would resu L 'n -^-ger financial return to the 
general partners. 
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• SUMMfttty OF PRBtlMINftRY ECONOMIC PEASIBILITY RESULTS 

The ability to successfully undertake the North Street joint 
development project was to a large measure based_ori the 
assumptions and financial analysis of the Preli miriafy Economic 
Peasibil i ty Analysis* Although assumptibni and_ financial 
analyses may be modified throughout the course of iihjplemehting a 
project, the initial financial commitments are usually based on 
the parameters set forth in the preliminary anal^iis of the 
project. For this reason, the detailed financial analysis 
developed by the Gonzales/Samson development team is presented. 



The primary objiective of the preliminary analysis is to 
determine if the prcLjc^ct can false sufficient funds to cover all 
the project costs. The following is a summary of the sources and 
uses of funds: 

EXHIBIT A 

SOURCES AND APPLICATIONS OF FUNDS 
FOR NORTH STREET JOINT DEVELOPMENT 
PROJECT 

Sources of Funds 

Loan proceeds $19, 500 #000 

Capital contributions 6,550,000 



$26,050,000 

Uses of Funds 

All project development costs: 

Site develc-pihent costs 895^000 
Construction costs 17,730,000 
Financing costs 3^497^813* 
All other project soft costs 2,315,963 

Ail syndication costs: 
Legal fees 

Syndication fees 560 , 000 

Sales commissions 

Developer fees: 

Developer fee (4%) 

Construction guarantee fee 1 } 000 } 271 

bperating-^deftcit guarantee 
fee (shared equally by 

general partners) aaaarsjatcsssaa 

$25,999,047 

TOTAL PROJECT COST say $26,000,000 



♦This includes all fihancia^^ interest during construction 

and contingency interest cost. 
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_ _ ^ Exhibit B provides a summary of the building program and 
total project cost. 



EXHIBIT B 
PROJECT DESCRIPtiON 

SlTEi_ 24,5if square feet 
8UILDIMG PROGRAM: 

• 12 Story, pliis three below « grade parking levels 
_ ana a-sechatiical penthouse 

• 14^a^r000^s.f^_ (Gr^ss) including 10,000 s.f^ public 
spa^:e? 70,000 s.f. parking? 230,000 s.f. net rentable 

_ ajrea _ . _ _ _ 

• spread footing fouhdatioh 

• poured. r_e_in£Qrced Concrete frane with 20* x 2fl' 
_ average colunn bays _ _ -c^ « -cu 

• precast concrete panels for exterior skin with dark 
tinted glazing 

• 5" concrete floor sOaba, 

• 5/350 F.P.M. eleyatots wlth^ one cab to basement 
perimeter, variable, air Voliiiie with gas-^fired 
boiler and hot watec baseboard heat and two 
packaged K/C units per floor With water side 
econoaijcer 

S basement and retail levels jl00% sprifOclered 

• general office finish on metal stiids, 2'ac4' 
s^iidard florescent ligJLt^ttxtares, carpet 

?J?r^-f?. *' ^^^'^^•y-' 2^ X 2- reveal edge accousti^al 
cixe ceilings 

• f?^f"^*^ tile^Elbor and wiinscouting all lavatories 

r fS" ttonth^ construction projected (fast tracked 
_ ^pr 12 months), six -month lease-up 

• agency'''*'^ retail floor provided by local transit 

N 

TOTAL PROJECT COST 
DIRECT COSTS: 

"fiy«lV'c!iy-'ncl^e"'"""' auaranee. 5f 58/s.£., 4.5% of 

SITE IMPROVEMENTS: 

Excavating, paving, curbing $200,000 
Landscaping 68,000 268,000 

SITE IMPROVEMBNtSr 

Excavating, paving, curbing $750,000 
Landscaping 145,000 



BUILDING: _ _ 

Architect & Engineering i 5% 
of Construction Cost 

931,250 

Total Direct Cost 18,625,000 
TOTAL INDIRECT COST: : 

Nestling fi Inspection 135,000 
Bonds, Permits & Fees 105,000 
?^--?vS. I"f""n<=e 175,000 
Legal/Closing 190,000 
Construction Loan Interest 
(75% -of ^erodheht Loan § 
14^625,000 i 13% g 15 mos. 
^§_60%> ^ 1,425,938 

^ Construction Loan Fee 6 1% 146,250 
PermaneBt_LoaD Fee 

($19,500,000 e 1%) 195,000 
Broker's Fee g 1/2% x: 

iCoDst^ loan_+ Perm, loan) 170,625 
Marketing § C 3 1/2% x:$4,455,500 

_ (B»G. I. ) js_5 yrs. dn- leases) 
Developer Feea (guarantees, 
^ ®^f"^*^ead and profit) __ 1,000,271 
Syndication Fee B 10% of 

capital contribution 560,000 
Interest/operating Deficits 1^560,000 



Total IndirectCosts 7,374i047 

- Sa] 
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TOTAt COSTS 25,999,B« 

say $26,000,000 
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The economic analysis of the fjroject is presented in 
Bxhibit C. The purpose of this analysis was to calculate the 
cash flow or Net Operating Income (NOI) available for 
establishing the "economic value" of the project. The actual 
debt capital available to the project was based on the lending 
criteria set forth by the permanent lender (i.e. loan-^to'-value 
ratio, debt coverage ratio^ etc.). 



EXHIBIT C 



ECONOMIC ANALYSIS OP PROJECT 



INCOME 8 

200,000 s.e. (office) I $19/s.f. ^ $3,800,000 

30,000 s.f.(retaii) @ 32i/s.f. » 630,000 

65;000 s.f. (parking) @ $4/s.f. 26t5;000 

10;000 s.f. (public space) @ $0 - -0- 

POTEHTIRt GROSS INCOME $4,690,000 

VACANCY (5%) _ 234,500 



EFFECTIVE GROSS INCOME 4,455,500 

EXPENSES: 

200,000 s.f. @ $5.75/s.f./ 
3 0,0 00 s.f. e $2.7 5/s.f. 
plus 4.5% Effective Gross 

Income to Local Transit Agency i;433;000 
NET OPERATING XNCOME(NOI) $3,022,500 



DEBT AVAILABILITY ANALYSIS 

Economic = jiOl - = ^3,022^ 5 00 = $25,966,495 

Value Caplizat ion 

Rate 0.11640 

PERMANENT L0AI4 FROM INSURANCE COMPANY 

Loan-to-Value Ratio = 75% of Economic Value 
Debt Capita: = 75% x $25,966,495 = $19,474,871 

sdy $19,500,000 



DEBT SERVICE __ 

$19^500 , 000 X •1218635 _@ debt service constant 
fpr.ll 3/4%, 30 years 
Debt Service = 2,376,338 

Debt Coverage Ratio^ - NOI— = ^, l & 22^f W *i.27 

Debt Service 2,376, 338 
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a.bt «p!t«'wlf ihlrSinSa 'III Sff,-^-^"'""." "'^ 'fi* available 
viable. KkbWisTtBe aSoUrtt of eaaftv '4%f???"' 5=oScSlcally 

o^'f^i-c'elT.."' «"""'"7Urt„"l./l^"„ Ilre"a„^%}Sf„me'.ll 



EXHIBIT D 

SUMMARY OP TOTAL DISTRiBOTION OF BENEFITS 



PARTNERS 

Ms. Gbiizales 
Mr. Samson 
Lender 
Limited A_ 
Limited B 

TOTAL 



CASH 
FLOW 



INVESTMENT 

$ 25,000 
$ 200,000* 
0 

$1,325,000 

i5^^ 0^,0 00 



$7,110,000** 100% 



NONeUMULATIVE 
PREFERENTIAL*** 
CASH ON CASH 
BEFORE TAX 
RETURN 




0% 
0% 
0% 

10% 

8% 



TAX 
BENEFITS 

.5% 
.5% 
0.0% 
25.0% 
74.0% 

100.0% 



PERCENTAGE FROM 
NET PROCEEDS FROM 
SALE (10 YEARS) 

17.5% 
17.5% 
0.0% 
20.0% 
45.0% 

100.0% 



I^V;^ structured his equit, 

$200,000 if he was able to deliver thl sr.^^ ^^''^*''^^^ 
reasonable such an arrandPmonV ?! ^^^^^ ^P^^S^ct on schedule. How 

^te.tia. ccfit Vil'l^^rh 'tfierrod.A%s"^^|S|a.''^'"" ""^ 
^rr.T^iJ ^^^^.J"^ ^^'^ amount of investment capital contributed hr, 

wa^', '^'iorcoSll^'''? ^r'-^gan'zaUon^^st 
the ir/i'led ia;^ fGrouo J InJ"*" ^af ^^'"^i^'^t^^' ^Nevertheless, 

entire investm^i^t ^ ""^ ^''''"P ^' r^cc^ived returns on their 

Derail ^-urf o^alf ';i,.^iH ^^^^^^^ " noncumulativ. preferential 10 
iny exc.Bs lash^flii will brii'^t^Thi^^'^ if d«t,> of distribution! 

llstributed 25* L fnfw,* iV li V^'^"^ remainder will be 
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This case study was based on an actual project. I t was 
modified to highlight some of the most important cbhsideratipns 
by DBEs in pursuing equity ownership oppbrtuhi t ies ihtransit- 
related real estate developitieht projects. Based on the 
information provides, the following lessons can be take from this 
experience: 

1. Local transit agency joint development policies which 
encourage and promote DBE participation in all aspects of 
joint development project implementation are a necessary 
prerequisite. Without these pro-DBE joint development 
commitmehtsr it will be difficult at best to have DBE compete 
with non-DBE firms oh major j o i nt development projects and 
access equity ownership opportunities. Thereforei a pre- 
condition for DBE equity ownership participation in joint 
development projects is a commitment by local transit agencies 
to implement minimum requirements on DBE equity ownership. 

2. In order for DBEs to successfully participate in the equity 
ownersh^ip and business ojpportuhi ties created by a joint 
development proj^ctr local transit agencies must riot only have 
joint development policies which promote participation^ they 
Must have agency staff assigned to implemeht these policies. 
For example^ in this case study, the. local transit agency was 
unprepared to address the problems of DBE construction bonding 
and the idehti £i cation of potential DBE investors. Without 
proper planning and qualified agency staff to implement DBE 
joint development policies, these policies may well prove to 
be ineffective. 

3. DBEs interested in actively participating in equity ownership 
joint development opportunities must know their personal 
strengths and weaknesses. These personal resources must be 
complemented wjth the resources of others to form a credible 
development entity. Ms. Gonzales* success, in this case, was 
due to her ability to identify a partner, Mr. Samson, whb^e 
resources added to hers. Her resources also enhanced his 
strengths. This matching of resources also applies to the 
matching of financial objectives of both the general partners 
and limited partners^ 

4. Organizing your development entity (general partners and 
limited partner sjrequi res a thorough unde r standi jig of the 
deveio^me^nt process and financial life cycle of the 
investment^ Kno^wing the development process will assist iri 
anticipating and calculating costs throughout the project. 
Knowing the life cycle of the investment will help in 
allocating the benefits of the project amoag the general and 
limited partners. Hs. Gonzales could not have been able to 
negotiate a joint venture partnership agreement and structure 
the participation of her limited partner investors without 
this knowledge. 
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fts a general rule, developers do not like to joint venture as 
general partners with individuals with little cr ho knowledge 
of real estate development. If you are a DBE investor with 
an interest in real estate investments but with little direct 
knowledge of packaging and implementing real estate projects^ 
it is better to identify a qualified experienced developer to 
act on your behalf* 

As a DBE general partner and equity owner in a joint 
development project, you are in a position to influence who 
joins your development team. Too oftent DEE coritractojrs will 
be denied participation in major real estate development 
projects because they lack the experience or bonding. One way 
of providing opportunities for DBE contractors^ architects^ 
attorneySr etc. to break Into major projects is to require 
your prime contractors to joint venture with smaller DBE 
firms. This can work if and only if the DBE joint venture 
contractor can carry h:.</h^7r c\.o weight in the project. 
Carefully select your ent i r deve iopmen t team* LenJers and 
investors will be looking to he credibility and experience of 
your development team. 

Never assume that the local transit agency's ahniysis of a 
joint development site is without: fault! Th;sir analysis of 
the site may be correct but outdated or simply wrongs 
Therefore^ it is absolutely essential that your i^^velopment 
team end avor to work out any disagreement with the transit 
agency on the site before the prospectus is finalized and "on 
the street". Most often the transit agency will be 
cooperative in listening to your concerns^ 

Carefully read and comply with the prospectus^ dbtain as 
much information and clarification on the prospectus as 
possible. By all means attend all pre-bidding conferences. 



Be prepared to undertake a "preliminary economic feasibility 
analysis of the project. It is a valuable way to 
systematically evaluate your assumptions about the local 
market^ type of complex needed, expected income, sources of 
debt financing, sources of ecjuity capital, and, total cost of 
project. Irrespective of the method used, the information 
just mentioned is an essential prerequisite to your decision 
to pursue equity ownership in a joint development project. 

As a limited investor, you have a right to demand to see a 
financial analysis of the projects Don't invest in any real 
estate development opportunity ualess you are provided with 
sufficient information upon which to evaluate both : he 
benefits and risks of your investment. 
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11. New construction projects are always risky and therefore 
those investors who provide the "risk capital" to get the 
project through the construction phase should expect to obtain 
a higher rate of return on their investment (i.ei limit 
partners group A) than those investors who invested after the 
project was financed or constructed. Return on investment 
should be weighted against the risk of the investment. 

12. The general partners should avoid the temptation to under 
value their cbntributiph to the project. If the project can 
hot afford a reasonable fee to thedeveloper andgenerai 
partners^ it may be in the best interest of all to walk away 
from the deal. The project must have bui 1 t-in f inancSai 
incentives to motivate the active participants (developer and 
general partners) to deliver. _ Minority/women investors must 
expect to pay reasonable fees for services rendered but should 
not expect to pay reduced rates for top qt ity services. 




CASE STl^Y TWO: NORTH GALLERY PLACE, WASHINGTON, D.C. 
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. On May 15^1983 j^QP^^ Gallery Place Associates receivea the 

joint deveiopment rights to the Gallery Place North transit 
station site from the Washington pietrbpclitan Area Transportation 
Authority (WMATA). In many ways the efforts of North Gallery 
Associates represents an achi evement pf ma jor proportion. For 
the_ first time in the history of WMATA's joint development 
program a group of minority entrepreneurs have acquired a 
control ling interest in a major trans it- related real estate 
development project. Exhibit I provides a pictorial presentation 
of the $130 million plus Far East Trade Center commercial and 
residential complex proposed for this joint development site. 



EXHIBIT I 




FAR EAST TRADE CENTER 
(Gallery Place North Joint Developmort Prbjectj 
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The purpose ol: this case study is to i llustrate how 
minor itj^r entrepreneurs, in this case members of Washington, 
p.C.'s Chinese communityr were able pian, organize and obtain 
the necessary capital to acquire the developinent r ights to the 
Gallery Place North joint development si te. Three major points 
are explained in this case study. First, it charts the long--term 
commitment of time and financial resources necessary to interest 
and organize minority/ wo men community investors. Second, it 
demonstrates how minority entrepreneurs combined their financial 
resources to achieve m ajority ow nership and control over the 
design and implementation of a transit site. Third, the case 
study underscores the i mportance of the local transit agency's 
commitment to equity ownership opportunities in joint 
developments 

BACKGROimb 

The metropolitan Washington area consists of the District 
of Columbia and the adjoining suburbs of Maryland and Virginia. 
Together the Washington, D.C. metropblitan area has a population 
exceeding 3 million persons with thirty-five percent of its 
residents being minority. Within the District of Columbia, 
seventy-six percent of the city's residents are minority. 

In economic terms the region's urbanized areas is one of 
the wealthiest in the nation. Metropolitan Washington, D.C. has 
one of the highest concentrations of scientists and engineers in 
the United States. Between 1978 and 1984, high technology firms 
and financial i ni^t i tut ions moving into the area multiplied 
dramatically. Notwithstanding this impressive growth, the 
region's minority population continues to suffer from high 
unemployment and the lack of adequate housing. 

During the late 1960s public officials recognized the 
importar-je of a public rapid mass transit system to the area's 
future growth and development. In 1968 a reg^ional metrorail 
system was proposed and approved by Congress. The system would 
be menaged and operated under the jurisdiction _6f an interstate 
agency, called the Washington Metropol itan Area Transit Authority 
(WMATA). The board of directors of WMATA consists of elected 
officials from the District of Columbia and the adjoining 
jurisdictions of Maryland and Virginia. 

Currently metrorail operates a 42.4 mile system which is 
expected to expani to a 70 mile system serving 63 stations by 
1987 (refer to Exhibit II, Regional Map). The system 
extends from Vienna, Virginia to New Cafrollton, Maryland on 
the Grange Line and from Huntington, Virginia to Addison 
Road, Maryland on the Blue Line. _ The recently com pleted 
Yello w Line Shuttle extend s fro m Gallery Place and Gallery 
Place Nor th ( i .e. si te of this c ase study) to National 
Ai rport . Oh an average day the system's ridership exceeds 
300,000 trips. Metro also operates bus transportation with 
an average ridership exceeding 350,000 trips. When the 
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WMATA METRO REGIONAL MAP 



system is completed it is expected that the number of trips will 
double. Already 31,000 fewer cars per day enter the downtown 
central business district as a result of current system 
operations. ' 



On a re^Jonal basis WMfttft has placed a major emphasis o 
joint development efforts as a iSean^s of st im^cria t ing economic 
development and recaptaring sojne of the cost of baiiding the 
system. WMATA's joint development p^rogram is recognized^ 
leading example of a local transit agency's cominitment to 
effective pa r t i c i pa t i q n by m i no r i t i es and wom^en in the 
egu i ty/o wne r sh ip aspects of t ransi t •-related real estate 
development. To that endr WMATft h^s institationaiized poli^ 
which require the equitable part icij>ation of businesses owned and 
contt oiled by minorities and women in ail aspects of joint 
development activities (refer J:o Appendix Two^ for an example of 
WMATA's joint development prospectus and DBB plan). 



SITE LOCATIOM AND CEUUUIkCTERISTICS 

The Gallery Place North joint development: site is located 
east of 7th Street, N.W. between G and H Streets, N.W* The site 
is at the visual center of Chinatown and si tuated within th^ 
physical center of downtown. Most important, the site is 
strategically located within the metroraii system as the starting 
point for the new shuttle (opened 1982) to National Airport 
(refer to Exhibit 11, Regional Map). 

Exhibit III illustrates the project's d^^ 
location. Gallery Place North is approximately two blocks east 
of the recently opened Washington Convention^ Center and the 

Martin Luther King Jr. Library* To the south, the site is 

surrounded by the National Per trait Gallery and the National 
Museum of American Art. Also^ south of CSaliery Place is the 
Pennsy 1 va n i a Avenue development^ area. P r opo sed for this 
development area is a mix of uses including housing, offices and 
specialty retail stores. The White House is located less than 
one mile away from the (Sallery Place North site. 

EXSlBIt iii 
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PROPOSED BUILDING PROGRAM 



The proposed building program for the Gallery Place North 
site^calls for a unified mixed use development composed of hotels 
retai^l, office^ residential, and art, cultural and entertainment 
facilities. Exhibits IV, V and Vi provide a graphic display of 
the proposed building program and site configuration of the 
building complex. 
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FAR EAST TRADE CENTER SITE PtJOl 

PRELIMINARY PROJECT BUILDING PROGRAM DATA: 

Joint Development Project Name: Far East Trade Center 

Land Area 113^923 s.f. 

Proposed Facilities (subject to change): 

l.A. Hotel 42E,000 Sif. (531 rooms) 

l.B. Retail „ . 197^800 s.f. 

1,C. Office . . , , . . . 219^200 s.fi 

2. Residential Building 

Apartments 165,000 s,E. (170 cohdomihiums) 

Retail „ . . 10,000 s.f. 

Parking 632 car spaces 

7 
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PROJECT HISTORY 



The area surround i ng the da 1 1 e ry Pi ace North joint 
development project is i^^^ the he^ t of the downtown retail 
district of Washington^ ID. C. As en ioihed in t_he original plan 
developed by L'Enf ant, the area around Gallery Place was to be 
the focal point for a well ordered commercial district* In the 
early 1900s Gallery Place served this purpose well with many 
major department stores, shops, and p r olm _i he n t _ ho t e 1 s . 
Around the mid 1930s the commercial vitality of Gallery Place was 
enhanced with the emergence of a thriving Cuinatown community. 
Chinatown is a mixed-use community, incorporate' ng retail 
service, residential and cultural insti tut ions. _ Although a 
relatively small number of Chinese-Americans actually 'etide in 
Chinatown, the area is the commercial anrJ cultural cor.tar for a 
much larger metropolitan Chinese communiryo 



During the 1960s and 1970s much of the commercial vitality 
of Gallery J^lace and Chinatown was drained by twe.ity years of 
suburban competition. Although department stores w^^re attracted 
to the Washington, D.C. metrdpolitan area, they were hot locating 
in the central business district. As a resul t, retai 1 sal^s in 
downtown stores diminished year by year starting in 1958 and 
continuing through the early 1970s. 

As early as 1972 the City Council for the District 

of Columbia appro-'ed plans for an urban rehewal corridor from the 
center of downt' n (12th and G Street) _albhg G Street to the 
center of Chinat' (7th and G Street). _The urban renewal sites 
along the G St ^ corridor included Gallery Place and North 
Gallery Place l.ans c stations. It was assumed* at the time, 
that the G Street corri v :r's proximity to rapid rail service 
would make the sites more a t t r ac t i ve_ f or development. These 
3arly efforts, while commendable, failed to result in the 
ant i c ipated ecdhomi c revi tal i zatioh. It i_s i mpo r tant to note 
that these initial urban rehewal plshs ^Iso failed to address the 
ethnic and cultural character of Chihatcwh. 



This insensi t i vi ty to the preservation of Chinatown. was 
even more marked in subsequent downtown revi tal i zation studies. 
One study, conducted by a land use plahhihg cbhsultant from the 
Midwestr tended to negate the existehce of a vi able Chi natown 
community by noting that it be confined to two storefront city 
blocks along 7th Street. Such recommehdations we'^e contrary, to a 
vision of Chinatown as a major anchor for tourism and a focal 
point for the entire metropolitan Asian community. 

The existence of Chinatown was further threatened by major 
developers in the mid 1970's. These developers wanted to use the 
Chinatown neighborhood area to build hotels which would serve the 
proposed convention center two blocks away from Chinatown. in 
their arguments to the City Council, some developers denied the 
existence of Chinatown. This lack of sensitivity and commitment 
by local developers was the impetus which was to lead the Chinese 
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ebitiitiuhi ty to organi ze ander the le r shi p of Alf red L. Li u ^ 
ft i I • Ai ( a r c h i t e c t/ u planne i ) , Dwa n L. Tai^ Ph^D. 

(developer/econoinist)^ and Dr. William Chin^L^ M.D. xCominunity 
and political leader) t Chinatown arounvO the North 

Gallery Place joint development site. 

In order for the District of Columbia to actively promote 
the revitaiization of Chinatow the Chinese community itself h^d 
to boldly set forth the arguments for. sustaining and nurturing a 
Chinatown within the Capital City. Mr:. Liu and Ms. Tai provided 
the j^eadershi^p for this effort. They enlisted the resolurces of 
their respective firms (AEPA^ Arch i tec ts Engineers^ P.C, and 
Capital Prof essi anal Cen^.er/ Inc.) to produce and ci rculate a 
planning concept paper entitled "The Future of Washington's 
Chinatown: Extinction or Distinction." The concept paper noted 
the special character of Washington^ D.C.'s Chinatown as a 
distinct ethnic and cultural community with definite geographic 
boundaries; The paper further noted the economic decline of 
Chinatown and indicated its potential as a significant tourist 
attraction for the Washington^ D.C. metropolitan area._ A key 
conclusion of this repoLt was that the potential for the 
revitaiization of Chinatown was unique and that "the Metro joint 
development pro ject (i.e. North Gallery Place) alone can '*make' 
or ^break' Chinatown". 



This concept: paper was used as a rallying point by the 

Chinese community^ They presented and discussed the implications 
of the paper as a guide to China town' s future growr.h at various 
^ysiness and community meetings. The paper was discussed 
extensively with tne District's planning depe.rt 'nent and •banning 
offices; For the first time the future role of Ch_inatbwn_as 
major anchor for downtown Washington was defined. Liu and Tai 
3lsq discussed and promoted support for their concept among 
members of the Greater Washington Board of Trade to enlist broad 
business community support. After eighteen months and thousands 
of documented person^hours spent iri meetings, Liu and Tai had 
achieved some success in promoting their concept of a revitalized 
Chinatown. The city planning department accepted , in principle^ 
the idea of establishing specific development objectives for 
Chinatown and the concept of policies, including chiiiese der;igh 
features, which would reinforce the definition and identity of 
Chinatown as a special cultural district. Although the Chinatown 
objectives were not explicitly stated until_ later when they were 
incorporated into the District of _Columbia Comprehensive Plan Act 
of 1984 (D.C. Law 5-76)r Liu and Tai did refer to city planning 
department support in their discussions with the WMATA staff. 

Liu and Tai requested, a meeting with WMATA's joint 
development staff in early 1981. _The purpose of the meeting was 
to discuss the importance of the Gallery Place North site to the 
overall revitaiization of Chinatown. They stressed the need for 
developing a joint development project on the site which would be 
distinctly Chinese in design and character. Such a project would 
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benefit both WMATA and Chihatowh by giving: the city a (Jistihctive 
tourist attraction which combines hotel , retail^ office and 
residential space_._ Purthermdre? such a project could entice the 
establishment of U.S. offices of Asjari corporations in and around 
the project as well as_encourage foreign investment in the area 
from the Far East. The joint development staff was very 
interested in their presentation but no commitment was made at 
that time to incorporate their recommendations into the upcoming 
solicitation for proposals on the Gallery Place North site. 

Years of commitment of tinie, money and per severance paid 
off for Liu and Tai in 198?. In that year, after several years 
of careful deliberat iorir the Mayor's Downtown Committee uhveiied 
its much awaited "Recommendations for the Dewntown Plan" (the 
"Plan"). Among the many issues discussed, the Plan noted the 
crucial role that Gallery Place in genera ^ and the joint 
development site in particular , must play in the revitalization 
process of downtown* 



In keeping with its overall conclusion the Plan proposed 
that the following development objectives be established for the 
site : 



• Develop the Gallery Place area as a special focal point in 
the elty with major functions as a specialty retail market 
place and a center for arts and cultural activities. 

• Estibitsh a speciaj. et^^^ will enhance 
both the Chinese community and the Downtown. 

• Ensurs *rhe presence o:" a critical mass of land use 
consisting of ethnica. ly oiriented groundf loor retai 1 , 
substantial ho us i ng^ and office spa ce , co ram un i ty facilities 
and hotel use as appropriate. 

• Develop the pjiysical design criteria for new and 
rehabliltative pro jects within the special district that 
will reinforce the definition and identity of Chinatown. 



On August 23, 1982 WMATA released its prospectus for 
Gallery Place North. In it WMATA established the following 
development objectives for the site: 



• The plans must reflect development of the site to the 
highest and best economic use. 

• The plans for development must reflect excellence in 
archi tectarai design and site treatment to encourage 
maximum use of the ^ietro system and the related potential 
for the si te. 



12 182 



# The plans for developmefit must provide functional and 
aesthetic integration of Metro facilities, 

m The plan must be responsive to special planning, des.ic. 
criteria, including the implementation of District 
planning objectives. 

# The plans for development must provide a unified 
development, incorporating the WMATA and Bergman 
properties (adjacent lots). 



More important, the WHATA prospectus established a clear 
relationship between the siteand Chinatown, Noting this 
concern^ the WMATA prospectus indicated that the design criteria 
for the site must reflect the character jf an enhanced Chinatown^ 
According to WMATA "the developmeritmust recognize the importance 
of H Street as the 'main' street of Chinatown and the corner of 
Seventh and H Streets as a 'gateway' for the cornmuni ty", WMATA 
added that the proposal for the site "stuould consider the 
suitability of design with a Chinese character at these 
locations" • 



ORGANIZING FOR DEVELOPMENT 

When WMATA r-^leased its long awai ted prospectus for Gallery 
Place North, several precond i t ions f or th^ development of the 
site had been achieved by the Chinat;^^^-- :iomraunity. Firsts 
devel6p;ae_nt objectives which recogni; »;fie benef i ts of ah 
enhanced Chinatown to Washington^ D.C. v; - o ^' jtablished. Second^ 
specific bounda r ies _ f or Chinatown, were recogni zedi Third, 
architectural standards reflective of an enhanced C^'inatowh were 
encouraged for the joint development site. 

The responsiveness of WMATA to community concerns, as 
reflected in its prospectus for North Gallery Place, proved to be 
the heeded catalyst in mobilizing community interest in the site. 
Thus, by the time that WMATA released i ts long awa i ted 
prbspe::tus, several community groups were interested. One 
grbup-^^the Capital Chinese Development Corpbrat ion--under the 
leader shij)^ of Alfred H. Liu was organized and incorporated in 
early 1982. The other--the Chinese Economic Development 
Corporation >*-L^cided by Dr. William Chin-Lee — -was organized and 
incorporated later* 

The apparent division in the communi ty was cause for 
concern for all and in particular Liu and Tai. Afte^their years 
of work and financial sacrifice to help create the opportunity to 
pursue the equ i ty ownership and control of the CSaiiery Place 
North site^ the Chinese community was split over who among them 
should go after the dev^ilopmeht rights^ 

Given the impo^rhance of the joint <jeveiopment site to the 



13 

183 



EKLC 



revitalization of Chinatown^ it was recognized that the Chinese 
commuhity must pursue this bppbrttani ty togetheri In order to 
red^ch harmony arid cooperation^ efforts were started to bring the 
two groups, together. A key consideratim this effort was the 
creation of a new orgariization under the chai rpersonship of Dr. 
Chin- Lee. Key positions oh the Board of Directors of the new 
organization would be offered to members of both groups. Thus, 
as the price for achieving harmony^ Eiu and Tai gave up their 
decisiori-makirig control over the project and opened it up to 
cbmmurii ty control. Further^ tiu and Ta^ gave up any "deal 
packaging equity share"* rights for bringing the deal to the 
Chinese co'^imunity. For the sake of the project^ they decided not 
to insist on the normal equity share in the project for the" r 
services but to base their equity participation mainly on casa 
contribution alone. 

On Jlecember 8, 1982 a reconst i tuted organ i za t i on was 
formed. The Chinatown Development Corporation (CDC)^ as the new 
brganizatiori would be called, was composed primarily ';f former 
membeis of the previous two groups. with Dr; Chin Lee as 
chairperson arid Alfred H. Liu as vi ce-cha i rperson , CDC 
established the strengthening of Chinatown "as an integral ethnic 
community of the metropolitan area" as its primary goal. 

^CDC was organized as a corporation. This form of 
brganizatiori was chosen primarily to give every one bf the 
Chinese community investors a voice in the decision-making. 
Immediately upon its o r g a n i za t i o n CDC elected a board of 
directo.rs to manage and conduct its day-to-day affairs. The 
capitalization of the corporation wa.-: based on $100.00 per share 
arid wbuld evf>n tually r each $ 2 3 7 . 0 0 0. Th e formation :nd 
capitalizat 1 ; CDC was an important first step in raising the 

rieces-arv ^-ris.. capital" to allow the Chinatown community to 
effect .x'/ participate in the joint development marketplace. 

Having organized, CDC members made major efforts to attract 
a prominent developer as a venture partner in the project. 
During this process^ Ms. fai alone contacted apprbximately thirty 
developers throughout the country. In retrospecf- there were two 
reasons why major developers did not consider th. j project a high 
pr ior i ty oppbrtuhi ty. Fi rst, few developers understood the 
Chinese commuhity. The idea of taking on 34 "general partneTs"^ 
along with the design requirements of the project, added 



*Tn commerc^ia]^ real estate projects, it is common for the 
organizers of the project to obtain an "equity share" iri the 
project based on cheir time and expenses incurred in creating and 
taking the initial risk to develop th^ ore-conditions to bring 
the project to a certain stage. 
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complexity to ah already cbmplex venture (i^ei implementation of 
major real estate ventures)i_ Second^ ail of the local major 
developers were strugglihg with the recession of 1982. 
Washington^ Bid, like many other metropolitan areas at th^ time> 
was suffering from ah oversupply of office and hotel space. As h 
result, local major developers were overcomml tted to their 
existing projects* 

With time running but by which to respond to WMftfA^s 
prospectus and with ho major developer committejJ J:o joint venture 
the project/ Mr. Eiu took the ihitative and began to develop the 
building program for the site. In this regard CDC was fbrtuhate 
in having as a memhar of the ::orpbratioh a local architect who 
was -'t creative designer and knew the cbmmuhity and its heeds. 
Dwan Tai contributed her knowledge of Ibcal cbmmercial markets 
and real estate finance and prepared the initial 
cbnceptualizetion of probable markets and trends^ While tiu and 
Tai were undertaking the preliminary steps towards formalizing a 
concept and builuing program for the site/ eftbrts to identify an 
interested developer continued^ 

One of Lhe individuals with whom Liu and Tai spbke 
regarding the need to identify a prominent developer fbr the 
project V7as a local attorney, Mr^ Rbbert Stein, with extensive 
experience in the legal aspects of real estate development. Mr^ 
Stein presented Mr^ Liu with ah of Se a general partner 

with GDe. Pa it of this offer in- ringing in a third 

general partner with commercial c . :ueht exper i race ^ r ! sk 

capital/ and a strong financial sta : it. This third partner- 
was Mr. Charles Luria. The prbpbsed gz.i^eral paj-tners met and an 
agreement was reached^ A Meinorardum_ of Understanding was 
prepared and sighed by the general par the rsi During the process 
of reaching ah agreement among the general partners/ limited 
partners were alsb agreed to. The Memorandum of Understanding 
was the first written document of tjie limited partnership 
included in the preparation of the proposal to WMATA. 



DEVELOPMENT PROPOSAL PREPARfttlOM 

The difficulty of brg^ and the process of 

i dent 1 f yx ng joint venture gene ral partners took an inordinate 
amount of time. By the time the Memorandums of Understanding was 
signed by the g e ne r a 1 pa r t ne r s h i p, it was apparent the 
development entjty (now called the North Gallery Place Associates 
(NGPA)) would be unable to meet the 90 day submission period 
ej^tabiished by WMATA. A ninety day extension was requested by 
NGPA and granted by WMATA to ail interested parties. 

Many things still had^ a very short period of 

time. Foremost in the minds of the development entity was the 
completion of^ the necessary f inanci al f easibi 1 i ty analysi s. 
Alfred Liu's building program was submitted to a financial 
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tp^endorse the ptc}f}x.'>. ria 5.:d fai were instruffiental in this 
effort. AS a_ ce.tf'^'.t,. NCrPft put together the "who's who" of 
Washington, D.C rvij fjctate development cdnsultahts arid 
contrapt:ors and a. , -cjtl./id letters of support from several 
local financial inr: . i ?. j r 

Egually iihpbrtaul- (^bi: was abia to insist that Chiriese 
contractors be involved to chs maximum extent in every phase of 
the project. As a result^ .JrijiA pat together one of the strongest 
development teams possible from the local area with the added 
inclusion of qualified Chinese minority firms as j>art of the NG A 
development team. Exhibit v^i described the NGPA development 
team for the proposed Far East Trade Center project. Exhibit 
VIII describes how the deyejLopment team was organized for the 
construction phase of the project. 
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FAJli EAST TRADE 

Dcveloftsr: 




Structurai Engineer: 
Mechanical Engineer: 
Elecirical Ei^incers: 

Contractors 

Economic ebns^^ltant: 
Troj ispcrtation Ccn^ultaht: 



PRdJECTTEAM 



North Gallery Place Associates 

a District of Columbia 
Limited Partnership 

Chinatown Develdprnent Corporation 
Charles LUria Associates 
Robert M. Stein 
Jtmg dc Bryant 
Alfred H. Liu 

Linowes & Blocher Investment No. VI 

Southwest Development Co., Inc. 
a subsidtary of: 
Bresler and Reiner, Inc. 
Washihgtoni D.C; 

AEPA Architects Engineers, P.- C. 
Alfred H. Liu, A J.A.^ President 
Washington, D^Ci 

Tadjer^eoheh Associates 
Silver Spring, Maryland 

Gfit timited 
Arlington, Virginia 

QHT Limited 
Arlington^ Virginia 

QrFChen Associates 
Kensington, Maryland 

Gtlbahe Buildiig Company 
Providence, Rhode Island 
Landover, Maryland 

l!:-v.iald Hsu, Construction 
•Capitol Heights, Maryland 

Dalta Av^bciates 
Alexandria, V:r!?inia 

Gorove/Slade Associates, inc. 
Washington, D.C. 
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EXHIBIT VIII 



AEPA : 

ARCHITECTS/ENGINEERS 

Alfred Liu 
President - 



Design Team 

ARCHITECTURAt 

STRUCTUnAL 
(Tadjfrr->Cohon Assoc.) 
MECHANICAL 

(GHT ua;) 

ELECTRICAL 
(GHT/OH-Chiri Assoc.) 
CIVIL 

LANDSCAPING 

FinE S SAFETY 

SECURITY 



PROJECT ORGANIZATION 
FAR EAST TRADE CENI F * 
Washington^ D. C. 

WASHINGTON METROPOLfTAN 
AREA TRANSIT AbTHORlTY 

NORTR GALLERY PLACE ASS0C:ATES 
"linatowh Devei. Corp. - General Partner- 
Charles L^uria -General P^rtn 
"Robert M. Stein - ^anaglng Gen. Partner 

William bolan 

— Cffl lstj^UcifQivExecutive 

James Boyd 

Ronald Hsu Cphstructioh Co. 
Field Management tiason 



BUILDING 




RonaJd Hsu Constrtjction 

A JOINT VENTURE 

Wrn, H. Ciioquette 
Sr. Vice Pres, Gltoane 
RonaW Hsu 
President, Hsu Construction 



Rabh W. Browning, V. P. 

Design Phase Project Maiiager 



Field Staff 



K«o Kabs 

Proj«ct Managar 



Project 
Acct 



Project 
JEriolh««r 



Safaty 
SacurKy 
Enolnoof 



General 
Supt 



StUf as 



-OtticB 
^nolnaer 



Supt 
Offfea 



SupJla I 
HoC<|/Apts> \ 



Gso. -Hwang 
-Supt. 
FkiBhas 



_ __SupC- - 
Elac/Mach 



Support Staff 

C MIEF ABC HITE CTU RA t ESTIMA TOR 
Cordon Turner 

cHicE MCCH/ecfc encineeh 

Win, Nod ion 

£r:-elec« enq 

QUn UOroan 
Sn, MCCH. ENd^EST. 
Jb« uatoto 

cHjEF ic»iebuLEfi 

Oannii Curl 
fURCHASMQ MCR, 
Cd Small 

■ ?TV_CMajH«R 

Ray Monlaign* 

A C C P U NT INa_ MANAGER 

Otck Qra«ni««f 
AFFin_MATI_yE_ ACTION COORDINATOR 



FAR EAST TRADE CENTER ORGANIZATION 
STRUCTURE FOR CONSTRUCTION PHASE 
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Pihancial institution support for the pro^^ct was also 
extremely iinportanti The tlQPk deyelopjrortt ertity was_ able to 
obtain several letters of interest from pr<> ir^rt: local banks. At 
tiu and Tai's insistence^ th^e_N6Pft devel orpine tit eac was able to 
enhance the fihaheial strength of_ their development entity before 
the eyes of WMATft by obtaining ^: let^ter of i_nterest from a 
respected equity capital investment company^ Bresler and Reiner^ 
ihci The inclusion of Bresier ^^nd Reiner's financial statement 
in the propo^sal strengthened the financial credibility of the 
N6PA development entity^ 

in addi^ioii to identifying professional and financial 
support for its development team^ NGPA i^'::luded as part of the 
development prop^os^l a plan for meeting Disadvantaged Business 
Enterpr^ise (DBE)_ utilization. This element of the proposal was 
considered important in 1 i gh t of WMATA' s requirement that 
proposals _inc1^:d^ jninori ty part icipation in the following areas: 
equity participation^ co_nt^ract3 for professional services, 
construction contracting^ purchasing of materials and supplies, 
and building leasing and management^ Noting the location of the 
project within the City and Chinatown, WMATA added special 
emphasis on DBE participation in the project. 

On the issue of DBE^ participation NGPA response was 

strongs With respect t^ equity participation, NC3PA easily met 
WMATA's twelve perj::ent participation^ requirement as CDC was the 
majority gene_ral partner wi^ (47%) percent of the 

equity^ DBE participation^ daring the development period ot the 
project w^s addressed through the es tabl i shment of a joint 
vejit^c'^re betwe^en a m^i no r i ty-o wned and a majority-owned 
construction firmi In the area of non'-construct ion service, such 
as leasing and advertising^ CDC indicated its intention to form a 
leasi^ng subsidiary which will sb responsibilities with a non- 
minority leasing managem^ent firm. Overall, NGPA indicated in the 
proposal ^hat the partnership agreed to the fullest extent 
possible to uti 1 i ze m^e^mbers of the Chinese community in the 
developm^ent^ construction, real estate management, leasing 
maintenance and other related activities of the project. 

Exhibit IX provides a breakdown of the percentage ownership 

among the i ni t i^aii^ development entity participants (general 
partners and limited partners) . This exhibi t also shows the 
amount of initial risk capi t^l invested by the participants for a 
transit-related real esta'ro development project of this 
magnitude. 
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EXHIBIT IX 



LIMITED PARTNERSHIP AGREEMENT 
AND 

CERTlFIGftTE OF LIMITED PARTNERSHIP 

OF 

NORTH GALLERY PEACE ASSOCIATES 



GENERAL PARTNERS 



AGGREGATE AMOUNT 
OF CAPITAL 
CONTRIBUTIONS 



PERCENTAGE OF 

PARTNERSHIP 

AGREEMENT 



Chinatown Development Corp. 
2423 Pennsylvania Avenue N.^ 
Washington, D.C. 20037 



$25O,-.OOO.0O 



47% 



Charles LUria Associates 
300 Army-Navy Drive 

Arlington, Virginia $150,000.00 28.2% 



Robert M. Stein 

''O.l North Beauregard Street 

Aiexandria, Virginia 22312 None 18.8% 



AGGREGATE AMOUNT PERCENa?AGE OF 

•• OF CAPITAL PARTNERSHIP 

IJ^M IT'EO^ARTj^ERS CONTRIBUTIONS miEfiEST 



Jung & Bryaiiu 

1320 19th Street N^W. 

Washington, D.C. 20036 $12,500.00 2% 

Linowes & Blpcher 

Investment No. vi 
10 25 Connecticut Avenue N.W. 

Washington, D.C. 20036 $12,500.00 2% 



AlfrecJ H. Liu 

2421 Pennsylvcania Avenue N.W. 

Washington, D.C. 200 3 7 $12 , 50a. OQ 2 % 



TOTAL $437,500;OO 100% 
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DEVELOPMENT PROPOSAL 



The proposal submitted by NGPA provided for a development 
program which gave cariful consideration to the bbjc-ctives 
established by WMATA (Refer to Appendix II, 6aliery Place North 
Joint Pevelopmeht Prospectus). NGPA's preliminary program, 
subject to later market studies, called for a mixed-use 
development with an oriental motif* included as part of the 
program were plans for a 531-rbom hotel to be built on the site's 
7th and H Street corner above the rapid transit station. An 
office component cbrisi^ting of 219,000 square feet was included 
to be marketed to pri:?V!ifec: osctbr inst iitutibns primarily from Par 
East nations, :> s nbii^ in the N6PA proposal, the Di strict of 
Cblumbia prbv r*b :>i:igle ibcatibn in whicji J\^r East trade and 

fihancial ins- ; cibris receive special attention. Ground floor 
facilities in the office building were tobe devoted to 197,000 
s.f. of retail space with special emphasis on festive ethnic 
shbpSi A 170--uriit residential building i^s also to be developed 
albrig with a 632--space garage. When completed the development 
prbgram calls for a total of 1,274,350 g?ross square feet of 
space • 

In addition tb^ the architectural program^ the proposal 
submitted by N6PA provided a financial analysis of projected 
cbsts '^hd revenues^ These were pre|, red in ac^cordanj^e with 
several spec^i f icatibhs outlined by WMATft in the prospectus. 
Firsts WMATA— not sure if the selected development entity would 
be able tb negotiate rights to the adjacent Berqman properties — 
required that any pro forma financial analyses be based on a 
minimum development of 432, 000 feet of gross floor area or the 
maximum allowed £or Lot 44. Second, WMATA .Required that pro 
forma statements project the annual gross income md net cash 
flow bf the prbject_for ten years beginning with the initial year 
of o cc u pahcy i Th i r d , WM ATA r eq a i r ed t h a t "d e ve 1 op m e n t a 1 period 
rents" be paid for three consecutive years while the project was 
under cbhstruction. Also due tc WMA^^^^ a minimum* guaranteed 

rent to be paid annually, start inr; with the fourth year and 
cbntihuing through the ijiitip' " : term. Additional rent to 
WMATA would be paid from thG hrough the fiftieth year 

based bh a percentage of annaa3; ncome in excf^ss of a base 

gross incbme of $9,520,000. 

The key financial considsrations ot the proposal submitted 
by NGPA addressed _each of the financial specifications required 
by WMATA in the__Ptqspectus NGPA offered V?MAT develojjment 
period rent for the first three years of $250,000, :.400_,00_0, and 
$551,000 respect^ ft minimum guaranteed rent c. f $1,007,000 

was of fered starti ng in the fourth year and con t i nui ng th rough 
the fiftieth year. The minimum rent was also made adjustable in 
the event that the finally approved development project provided 
fbr additional gross floor area beyond the minimum 432,000 v^ross 
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square feet_all6wed by _tot 44^ In addition to guaranteed rent, 
NiSPft offered WMftTft participation in the gross profits of the 
project beyond the base sum of $9,500,000 annual gross income, 
in totalr the financial returns to WMATA offered by NGPA were 
substanti^ai when the minimum and additional land rent are 
considered together. 



RESULTS 

On May 15^ 1983^ the North Gallery Place Associates limited 

partnership was chosen as the developer of the Gallery Place 
North joint deveiopment site by the WMATA selection committee. 
WMATa's decision to award development rights to NGPA was based on 
a comprehensive evaluation of the proposal according to the 
following cri teria: 



• ^^^^wc^J- Rectum to WM ATA NGPA's development proposal 
offered WMATA an adequate financial return on its 
landholding. In total, when the mi n i mum rent and 
additional rents are taken together the financial return 
to WMATA was substantial* 

• E£X®iiiE!!i®ili ^i^il ££^iH£® ^ NGPA's joint 
development plan proviHed for a development program of 
architectural distinction consistent with the highest and 
best economic use of the site. Moreover i^ the proposed 
development program was consistent with WMATA and District 
of Columbia planning objectives for an enhanced Chinatown. 



• PBE , Plan Feature With respect to DBE utilization NGPA's 
development proposal consistently met or exceeded WHATA's 
goals in every category of DBE participatibh. More 
specifically, NGPA proposed to Utilize the services of 
m i no r i ty^-^d wned firms in almost every facet of the 
development program either individually or through joint 
venture . 

• Peveloper Capability and Experience NGPA was able to 
bring together a reputabli_ develbpmeht team. Where 
applicable NGPA integrated the services of expert 
consultants to provide professional support services to 
the development team. 



_ As a result of being selected as the development entity for 
the Gallery Place North site NGPA entered into negotiations with 
Bergman for the rights to the adjacent properties. Final 
negotiations were successfully concluded at the time of this 
writing. 
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LESSONS LEARNED 



Many lessons were learned by CDC and NGPA as a result of 
their participation in the joint development process. The most 
significant are: 



1* Minority organizers and investors must recognize that^ in 
many instances, certain pre**cond i tions must exist before a 
project can come together. Many of these pre-^condi tions have 
a basis in the local j>olitical environment. For example, in 
the case of Gallery Place North, the commitment of WMATA to 
DBE participation was an important pre-condi tion contributing 
to CDC's and NGPft's success. Where such commitment by a local 
transit agency does not exist a major investment of time and 
effort is required to bring it about. Also, it usually helps 
to have a responsive city government and business community. 
Again where it does not exist, it must be brought about 
through such efforts as participation in community 
organizations, business organizations, civic groups, 
professional associations, and volunteer organizations. 



2. Even with local transit agency commitments for meaningful DBE 
equity participation in joint development opportunities, DBE 
project organizers must recognize that a great amount of time 
and money must be_invested tbplan and organize to participate 
in the process. Top often, DBE investors fail to appreciate 
the investment of time and money in getting an opportunity to 
the table. Without fair compensation and adequate incentives 
to cbmpeteht minor i ty_ prof essionals, they will be discouraged 
to bring projects of significance to the cbmmuriity. DBE 
investors, must recognize that minority prof essionals, like 
other professionals have to make a living and pay their staff 
time arid expenses. Since the money must come from somewhere^ 
it is only fair that upfront "sweat equity" and expenses be 
fairly compensated. 



3. The ownership structure of a deal is extremely i mpor tan t. 
While NGPA was organized as a limited jparthership, CDC was 
brgahized as a cbrporatlbni This latter fbrm bf business 
organization is_ workable frbm a decisibn-making point. of view 
bhly if mbst of the partners are experienced in real estate 
development tfahsactibhs and financing. It is extremely risky 
tb allow investors, irrespective of_ their sincerity, to decide 
bh real estate divelbpmerit technical issues on which they khbw 
little about. From an investment point of view^ it is more 
prudent for the DBE investor to leave the development 
decisibhs tb a general partner who specializes in real estate 
development projects and have the DBE investor participate as 
a limited p^i^^i^er (no management responsibility and liability 
for decisions they lack expertise br resources tb address). 
Otherwise, this is tantamount to having the patient advising 
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the surgeon wHere and how to cut during the bperatiorii if DBE 
investors feel uncomfortable with their general partners, they 
shouldn't invest^ or they should replisce the general partners. 



4. Bisk capital is an essential ingredient to preparing a 
developmeht proposal^ Development proposals are expensive to 
produce ranging from $50,000 to $1,^500,000 depending on the 
size and complexity of the project. It is absolutely important 
that the development entity have sufficient risk capital to 
cover expenses incurred in the preparation of a development 
proposals if successful in obtaining the "development 
rights", the development entity must also have sufficient 
funds for all deposits and additional document preparation 
U.e. complete architectural plans and marketing/financial 
feasibility studies, etc.) needed for applvrirvg for iho 
coristruetioh loan and permanent financing. Noiwlthstahding 
the_$437,500 of risk capital initially raised for t'lis 
project, additional calls for monies were made from the 
general and limited partners after the "development rights" 
were obtained. 



5. Assuming the availability of sufficient risk capital, there 
must be sufficient time given to prepare a development 
proposal for a joint development site. WMATA's solicitation 
on this project gave three months for the preparation of the 
proposal, it takes at least that much time to prepare a 
comprehensive marketing study. Therefore, make certain your 
development entity is given sufficient time to plan, organize 
and develop a competitive proposal, six to nine months lead 
time for the preparation of a development proposal would be 
more reasonable. 



6. Of all the documents developed for the development proposal, 
the most important are the financial pro formas and the 
partnership agreement. The latter must never be prepared 
hastily or by attorneys who do not specialize in real estate 
investment law. Your development entity will have to live 
with the good and the bad of this legal document. your 
development rntity is well advised to retain real estate 
development professionals with general partner and syndication 
experience to be able to assist you in carefully planning 
what m ust be in this legal document and have the agreement 
preparedly a specialist. Spend the money to do it right. 
Too much depends on the outcome. 

7. All trahsit-rejated real estate development projects require 
extensive planning, attention to detail and coordination among 
public and private sector part icrlpahts. This "real estate 
development process" is further complicated when a large 
number of community minority/women entrepreneurs must be 
organized to actively participate and invest in a project. An 
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absolutely essential element to this crgahizationai effort is 
leadership. Because of the diversity of functions and roles 
within tjie process^ this 1^^^ is most effective when 

shared amqhg^ tjie project organizers, ft an example^ in this 
par t i c u la r p r o j e c t there were s eve ral leaders who played 
various roles at each stage of the project development: 



Mri tit^ was the project co-ihitiaitor^ motivator^ and the 
Architect of the projecti It was his vision of what 
could be achieved by the eh^ihese comjiiuhity which enticed 
the community ehtrepreheurs to ihve^sti Alfred Is 
President of ftEPft ftrchitects Engineers^ P^C, « 
Washington<^based professional firm. He was also elected 
as the President 6£ the Chinatown Development Corporation. 



Dr. William Chln^fcee 

Dr^ ehjn--tee offered stability and balance to the project. 
Once motivated to partidipate^ Dr* Chin-- Lee kepj the 
investment group moving forward with prudent compromises^ 
leadership, and a sense of humors His presence helped to 
unify the Chinese community. Dr. Chtn-^tee serves as the 
Chairman of the Board of the Chinatown Development 
Corporation . 



br^ Pwan Tal 

Dr. Tai^ the project cq-*ini tato^j challenged the thinking 
and approach of the j>artnership an^ CDC Board membersj 
She planned and anticipated problems, and defined issues 
and tasks which needed to be addressed early to minimize 
loss and maximize gains. She suggested alternative 
approaches and provided industry information on lessons 
learned by other developers. Her attention to detai 1 
alerted the leadership to opportunities, threats, and 
challenges so that they could better evaluate their 
positions and responsibilities throughput the development 
process. Dt. Tai is President of the Capital Professional 
Center Inc. and the Tai Corporation headquartered in 
Washington, D.C. 



These are only three of several leaders in the development 
group which provide insight into the diversity of leadership and 
personalities which must exist within an organizational effort of 
this type. 



cdMetiisioN 



The primary objective of this case study was educationali 
The case study attempted to illastrate, by way of example* the 
prerequisite conditions, organizational factors, leadership and 
financial resources necessary to pursue the acquisition of the 
development rights" for a joint development site. Although only 
a few key individuals were mentioned in the case study* 
Comprehensive Technologies international, inc. (CTI), as the 
author, fully recognizes that many, many individuals played 
critical roles in the initial phases of this project. CTI 
regrets being unable to give due credit to everyone involved in 
the success of this project. Furthermore, CTI takes full 
responsibility for the educational presentation of this case 
study. 
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SOURCES OF COMMERCIAL REAL ESTATE MARKETING DATA AND STATISTICS 
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SOURCES OF COMMERCIAL_REAL ESTATE 
MARKET DATA FOR_REAL ES- 
TATE INVESTORS 



1. ANNUAL U.S. ECONOMIC DATA 
FEDERAL RESERVE BANK OF ST. LOUIS 
P.O. BOX 442 

ST. LOUIS, MISSOURI 63166 

2. BUSINESS IN BRIEF 
ECONOMIC GROUP 

THE CHASE MANHATTAN BANK, N»A» 
NEW YORK, NEW YORK 100152 

3. CENSUS OF POPULATION AND HOUSING 
SUPERINTENDENT OF DOCUMENTS 
U.S. C50VERNMENT PRINTING OFFICE 
WASHINGTON, D.C. 20402 

4. CONSTRUCTION REVIEW 
SUPERINTENDENT OF DOCUMENTS 
U.S. GOVERNMENT PRINTING OFFICE 
WASHINGTON, D.C. 20402 

5. CREDIT ANO CAPITAL MARKETS 
BANKERS TRUST COMPANY 
P.O. BOX 318 
CHURCH STREET STATION 
NEW YORK, N.Y. 10015 

6. DEVELOPMENT REVIEW AND OUTLOOK 
1983-1984 

ULI - THE URBAN LAND INSTITUTE 
1090 VERMONT AVENUE, N.W. 
WASHINGTON, DiC« 20005 

7. DOLLARS S CENTS OF SHOPPING 

CENTERS: 1984 
ULI - THE URBAN LAND INSTITUTE 
1090 VERMONT AVENUE^ NiW. 
WASHINGTON^ DiCi 20005 

i. HOTPL/MOTEL DEVEL0PM5NT 

ULI - THE URBAN LANt INSTITUTE 
1090 VERMONT AVENUE, N.W. 
WASHINGTON^ Did 20005 



>. HOUSING CHARACTERISTICS 

SUPERINTENDENT OP bOCiJMEMTS 
U.Si. GOVERNMENT PRINTING OFFICE 
WASHINGTON, D C. 20 402 

0.HUr NEWSLETTER 

SUPERINTENDENT OF DbCUMENTS 
U.Si GOVERNMENT PRINTING OFFICE 
WASHINGTON, D.C. 20402 



11. LIFE INSURANCE FACTBOOK 
AMERICAN COUNCIL OF LIFE 

INSURANCE 
1850 K STREET, N.W. 
WASHINGTON, D.C. 200S6 

12. MORTGAGE BANKING 

MORTGAGE BANKERS ASSOCIATION 

OF AMERICA 
P.O. BOX 37236 
WASHINGTON, D.C. 20013 

13. MULTI -SOUS INC- NEWS 
GRALLA PUBLICATIONS 
1515 BROADWAY 

NEW YORK, NEW YORK 10036 

14. NAfiONAL REAL ESTATE INVESTOR 
COMMUN I CATIONS CHANNELS, INC. 
6285 BARRFIELb ROAD 
ATLANTA, GEORGIA 30328 

15. REAL ESTATE INVESTINC5 NEWSLETl 

H.B.Ji NEWSLETTER 
1 EAST FIRST STREET 
DULUTH, MINNESOTA 55802 



16. REAL ESTATE REPORT 

REAL ESTATE RESEARCH CORPORATI 
72 WEST ADAMS STREET 
CHICAGO, ILLINOIS 60603 

17. RENTAL HOUSING 

ULI - THE URBAN LAND INSTITUTE 
1090 VERMONT AVENUE, 8. K. 
WASHINGTON, D.C. 20005 

18. SAVINGS AND LOAN SOURCEBOOK 
U.S. SAVINGS AND LOAN 

111 EAST WACKER DRIVE 
CHICAGO, ILLINOIS 60601 

19. SURVEY OF CURRENT BUSINESS 
U.S. DEPARTMENT OP COMMERCE 
WASHINGTON, D.C. 20402 

20. THE MORTGAGE AND REAL ESTATE 
EXECUTIVE REPORT 
WARREN, GORHAM AND LAMONT, INC 
210 SOUTH STREET 
BOSTON, MASSACHUSETTS 02111 
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APPENDIX FOUR 



NOTE OF EXPLANATION 

Gaiier; Place of North Metro Site 
Joint Development Prospectus 
Washington, D.Co 



INTRObgCTICtti 

_ ft major part of ^jie joint deve] opment process is the 
s e 1 e c t i o^n of a d e y e 1 o p m e n t e n t it y f o r a p r o j e c t . in many 
instances the selection starts with the issuance of a prospectus 
by a local transit agency. The following is a representative 
sampi^ of a io^al transit agency joint development prospectus, 
it was selected to acquaint the interested DBEs with the various 
elements which go into the preparation of a join'- development 
proposal • 

A well prepared joint development prospectus is a valuable 

solicitation tool for a local transit agency. In many instances 
it is the sole description of the project for offering purposes. 
As a result, a typical joint development prospectus usually 
provides a carefully worded prof i le of development rights arid 
requi rements, rules of s ubm i ss i on , c r i ter i a for selection and 
basic financial information. In addition, most local transit 
agencies also include drawings to show procedures for 
construction activities, easements, etc. for the developer's use 
in preparing preliminary designs and cost estimates. 
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gallery place north: 

rnetro site 
joint development 

prospectus 
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PRQSPEeTUS FOR 30INT DEVELOPHENT AT THE 
GALLEBY PLACE HETRO STATION 



CONTENTS 

£131. 

Prefix Retro Syetem Hap 1 

The Offering il 

i. Pircel Deicriptidh 1 

ii. Development Potent iil 2 

III. Property Intereit Offered 3 

IV. Propdiil Requirementi 3 

V. Selection Procedure 7 

VI. Selection Criteria 7 

APPENDICES 

Appendix A Proposal Form for Lease A«»l 

Appendix B Anticipated Hajor Lease Terms and 

Conditions B-1 

Appendix C Hindrity Buaineaa Enterprise (hBE) Plan C-l 

Appendix D Policy for piaplaoed Occupanti of the 

Miihington Metropolitan Area tranait 

Authority E>-i 

^pehdix E Planning and Deaign Criteria E^l 

Appendix F Option Agreefnent F«l 



MAPSnAND^miMTS 
Vicinity Plan 
S^ite Characteristics 
Traffic Patterns 
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CONTENTS (continued) 



Subdivision Plat 

Metro raciiities Hap 

Pedestrian Connection - Below Grade 

Easement Map 

Areas and Entrance Easement ^ North Entrance^ 
Beloi!^ Grade 

Passageway Plan North Entrance 

Street Level Plan - North Entrance 

Downtown Historic District 
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VIMiington Metropolitan Arei trw^ 



•00 FHlh SIrMt. HW^ W whlnggot i . SXC. 20001 




Augost 23, 1982 



THE BFFERINB 



The Mashihgtoh Metrbpolitin Arei Triniit Authority CWMATa5 ■nnounce* 
the eveilebility for leiee and develofMiteht thoie ihoreiehtil real property 
intereata (intereata axcliiiive of thbae required for triniit purpbaea^ con- 
tained in an approximate 50,895 aquare foot aite it the Sillery Plice Hetro- 
rail Station. Gallery Place ia one of four trinafer ititiohs in the planned 
101 nile Metrorail ayatem with two tiera of atatioh facilities at the inter- 
aection of the Red Line and the Yellow/Green Line. The upper tier atatioh, oh 
the Red Line, has been in operation aihce 197S. The lower tier ititibh, oh 
the Yellow/Green Line ia preaently acheduled for initial operations in late 
1983. 

WHATA'a Gallery Plice North Site is located in Wishingtbn, D.C. to the 
aait of 7th Streeti NiWi between 6 and H Streeta, N.W. The aite has frontage 
Oh eich of theae three itreeti ihd haa direct acceaa to a public allay oon- 
hecting to G, H, ihd gth Streeti. The aite was acquired by WMAtA to eonatruct 
ind to operite the Hetrbraii iyatem. Hetrobua preaently aerves the aite at 
7th, Gj and H Streetsi 

The purpose of this prbnpectus is to solicit proposals for the Joint 



development of the aite. All proposals must be aubmitted in the form and 
with thbae exhibits and with the deposit designated herein. 
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A PUBLie TRANSPORTAtieN PARtNERSHiFOF tHi DiStRiCt OF COttiWBiA. fSlARYtANO AND VIRCSINIA 



A fiiture of pipticulip ilghiflcanw in this Of fertng is the dppdptinlty 
for HHATA'a selected developer to inclade the Bergiihn' i,. Inc. property 
(described In Section I,B) slong with the WMATA psrcei to design end construct 
i Isrger^ unified developHent. To this end, Bergiehti-s^ Inc. his entered 
into in Option Agreewnt with WMATA, which UMATA will assign to its selected 
developer. The selected developer will be required by IMftTA to negotiate 
with BergMsnn's, in good fsith, for the purohsse of the BergMnn's property. 
(The Option AgreeHent follows is Appehoix F}« 

Proposals MJSt be received no liter thin Decenber 8, 1982. As soon as 
practicable thereafter, *iMATA will idviae the interested partial* as to the 
acceptability of their propoaals. in the event you require further information 
or clarification, call or write the ohderiigned or 3ohn Green of this Office 
(202) 637-1593. 




Henry IK Cord, Head 
Gevelbp«ent Branch 
Office of Planning & Developaent 
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PRDSPECTiiS 
FOR 

jotw t DEVELOPME W 
THE 

CALLCRY PlJM:EWR TH METR O StAtiBN 

The Nishingtdn Hetropolitftn Area Transit Authority (WMATA) requesti 
prbpoaal8| pursuaht to the terms and conditions hereinafter stated i for the 
development of approximately 50,895 square feet of real estate situated at 
NHATA's Gsllery Place Metro Station, in Washington, DC. 

All proposals must be submitted in the form and with those exhibits 
and deposits specified herein. 

Proposals must be received by WMATA, Officfj of Planning and Deveslopmehti 
600 Fifth Street, N.W., Washington, D.C., 20001, ho later than liOD p.m.p 
December 8, 1982. Any questions or requests for clarification concerning this 
Prospectus must be submitted in writing no later than fifteen (15) days prior 
to the closing dste to Mr. Dohn Green at the above address. Mr. Green may 
also be reached by calling (S37^1593. 

A Pre-Prbpbsal Conference will be conducted at 10:00 a^m^ on September 
15j 1982 at WMATA in the Lobby Level Meeting Room for the purpose of answering 
questions about the property and WMATA 'e joint development process. Attendees 
at this Pre-Propbsal Conference will be considered ••interested parties** eligi- 
ble to receive written responses to inquiries or requests for clarification 
oohcerhing this Prospectus* 

ii Parcel Describtibn 

Ai The subjpct WMATA property is located on the east side of Seventh 
Street, NW between G and H Streetsp NW. It is identified as Square 454, Lot 
44 and contains ♦50,895 square feet* (A survey of the property is feund 
under "Mapa and Exhibita.**) 
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!«• The Ber9Mhn*a» !nc. property ii ilsd locited within Squire 454. 
(For the sake of cbnveniencei the property is referred to ii Pirceli A, end 
C). Porcel A is adjecent to KHATA'e Lot 44» ihd fronts on 6 Street, NV. It 
is coNipriied of Lota 80S^ 6, 859, 804| and S6Q. It cohtaiha ^23,5S9 i^are 
feet« Parcel B is to the north of Parcel A^ acroaa a public alley » and is 
alifid to the east of MHATA'a Lot icroaa i public alley. It ia coipriied of 
Lots 37 and 852. It contains ^9,299 aqiiare feet. Parcel C is locited along 
6th Street, NW. It is comprised of Lots 862 » 849 1 848^ 847, 846 ^ 845 ^ 844 » 
B43p 38, 841p and 840. It cdntaiha ±19,705 ac|ufre feet. The total irea of 
Bergiiiai>ri*8 Parcels A, B, shd C is ^52 f 573 squsre feet. 

ii. Development^j^tentiralr 

this disposition of increiiehtal land uae rlghta at the Gallery Place 
Station Site in Square 454 involves a parcel of liFMd known as Lot 44 contain- 
ihg 50,895 aquare feet^ iKbre or leaa^ it the ihteraecti<ih of the Red (Shidy 
Grove-Glenmoht) Linoi the Green (Greenbelt^ranch Avehue) Line^ ilio congruent 
at this point with the Yellow Line (Greenbelt-Fran(»)nia/Sprihgfield}. The 
incremehtil land rights, those ihcrefiehtil to the righti requirid for con«^ 
•tructioh^ SMiihtenance^ end operation of the trihiit iyiten^ include iurfice 
rights # air rights ^ and aub^terranean righti ihcluiivi of direct access to the 
Hetrorail portil at the ioytheiit corner of 7th and H Streeti, N.W. 

By ■iid«*1964^ the Hetro iyiteii is ixpected to be operitiohil on 61 miles 
and 60 stitibhs. The Joint devilbpmiht bppbrtuTiity it Gilliry Plice ihvblvis 
the ihtegritibh of trinitt ficilitiii with i iixed-uii development projects The 
joint divelbpmint prbgriii objective ii to promote a policy thit yields these 
behefitii ii^rbved riderihip, prbviiibn of rivenue to WHAT A ^ ihhihced tix baii, 
greiter icciiiibility to thi Metro fictittiei, and tmpiimehtitibn of D.C. 
planning object ivei. 
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The development potential et the Cellery Piece Hctih eite le eddreesed 
further in Appendix Pldhhihg end Deaign Criterie. 

Property interest^^^eyea 

The property offered by RHATA for Joint development under the exietihg 
zoning and Appendix E ie a Iohg*terin leaeehold eaiate. Fee einple 
interest to the Bergmann'a parcels is ava;lleble9 subject to the developer's 
negotistioh of a purchase agreement as provided for herein. 

IV. Pr oposal R e Q uiTemeht& 

A. Joint D eV^opment— Plan 

Proposals must include a Joint Development Plan covering both WHATA's 
Lot 44 and the Ber^nahh'a percela. 

The Joint Development Plan iuat include graphic and written doacriptibna 
of the proposed development oonaiatihg of preliminary plana and outline 
specif ieetibhs prepared by a qualified architect. The plans and drawtnga iuat 
include a aite plan» schematic floor plahiy ilevattbna and croaa iecttona, 
reaidencea (expressed in dwelling units), office ipsce (expressed in gross 
floor area), hotel apace (expreased in rooms and groaa floor area)^ floor area 
ratiba^ and vehicular trips gehersted (PH peak hour), ihd projected Netrbrail 
riderahip generated by the development* Theae plans must reflect development 
of the site to its htgheet and beat ecbhomio use and be reapbnatve to thbae 
criteria and guidelines contained in Appehdt:c E, reflect excellence in archt*^ 
tectural deaign end site treatment appropriate to encourage iaxtmum uae of the 
Hetrb ayatem and the related potential of the site^ and provide functtbnai and 
oathettc integration of Hetrb faciitttea. The Joint Development Plan ihbuld 
alio include i icheduie for project tipleientation including conatructtoh tni* 
tiitibn, phiiihg^ ind cbiplittoni Thi icheduie iuat recognize that the operi- 
tibn of the ititioh will be uninterrupted and untipeded during conatruction. 

•3- 
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B. Hthority Business Enterprise Plan 

Proposals must tnciade.a Minority Basiness Enterprise (HBE) Plin. Desir- 
able elMients to be considered in preparation of an MBE Plan include minority 
participation in the following areas: equity participation, contracts for 
professional and technical services, construction contracting, purchasing of 
naterials and supplies^ building leasing and nanagnaent. the nininum goals of 
HBE participation are contained in Appendix C herein. 

Notwithstanding the HBE goals strived for by WHATA on a iregionai basis 
as set forth in Appendix i^^ MHATA and the Diatrict of Columbia are placing 
added emphasis on HBE participation for the Gallery Place North project given 
its location within both the City and Chihe^^wn. 

C# Statement of qualificatibhs 

the proposal Muat ihdlude a Statmeht of Qualificatioha containing: the 
developer* 8 corporate (barter (certificate of incbrporatibn and by-ima)^ 
partnership agreement or other brgahizatibhal dbccmeht; qualifications of the 
developer and each meiber nf the development team and a record of past perfbr- 
mahce un aimilar projects demonstrating timely and succeaaful cba^letion. In 
addition^ aaid qualificatibna must include i cbi^lete statement on the finan- 
cial ability of the prospective develbper tb accomplish the planned deveibp- 
ment* 

Illustrative iaterial^ including name and location, on previous projects 
of a iiiilar ^aracter iSibuld accbi^any the prcpbial* The present atatua 
of each such prr^^ect ihbuid be aummarized and the namea, addreaara^ and tele- 
phone htjibera of ibcai bfftciaia or other persons familiar with develbprnenta 
should be attached* 

D* rinanc^al^Terms 

Prbpbsala iuat contain an offer to laaae WNAtA's tot 44 said bffer to be 
set forth on the prbpbial form provided herein (Appendix A)* 

—4*** 
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Mihipum Guaranteed Rent and Additional Rent ahall alao be required for 
the renewal term of the lease. MiniJklm Guaranteed Rent for the rmewal term 
shall be determined by appraisal of the fair rental value of the land as if 
vacant and uniofircved at its then durrent highest and beat use* Additional 
Rent itili be provided for the purpose of reflecting development intensity and 
real estate market conditions during the term of the lease. 

All rental offers shall contain a pro forma analysis based on development 
of no more than 4?2|6b8 square feet of gross floor area. The pro forma ahal- 
ytis shall project the annual gross income a;ld net cash flow for ten (10) 
years beginning upon initial occupancy of the contemplated iaproVMients* Pro-^ 
pdsals must specify the year in which full occupancy is prbjectedi and indi- 
cate the sublease rental schedules on which the pro forma analysis is based* 
1. Lease - HHATA's Lot 44 

The lesse, which shall not be made subject to subordinatioht ahall be 
for an initial term of fifty (50) years with an option to renew for an 
additional term of forty-nine (49) years. there shall be a complete 
rental offer as followss 

(a) Development Period Rental to be paid for the initial three (3) year 
development period of the lease. Rental may be on a fixed or a 
graduated basis hut its total must be equivalent to a fair economic 
rental of the land for the development period. 

(b) Minimum Guaranteed Rent to be paid annually for the fourth (4th) 
year of the lease and each subsequent yesr of the ihitisl lease 
term. All offers of Hihimum Guaranteed Rent shall be based ori a 
minimum or ioiiopment of 432^608 square feet of gross floor area. 
Hihimum Guaranteed Rent will be idjuated upward in the event of a 
PUD or alley eloaing that prbvidea for additional groas floor 
area. 



Additiohil Rent 9 over end ebove the Hthtiiin Guerinteed Rent, to 
be pitd for the fourth (4th) through the fiftieth (56th) yeer of 
thb leiee. Addttiohil Rent iuet be offered is e specific piroentege 
of ill ihhuel gross ihcoiie^ froi the coiiiercisi spice of the 
project^ withbot deductibhy in excess of i bese grus ihcoie of Nine 
Millibh Five Hundred Thouiihd Dbliiri (1995009060) per innuni. 
Additiohsi 7er«s ihd Ebnditibhs 

(1) PropoBsis shsii be accoipihied by s bid bohdy certified chock 9 
or bsnk letter of credit scceptsble to WNAtA in tha siount of $1669666 to 
guirahtee that such propbiii titii hot be Witndriim for s period of sixty (66) 
dsys from the proposal sooeptance oiosing dste. Said bid bond? letter of 
credit or certified ^eck will be returned to all unsuccessful psrties within 
ten (id) dsys theresfter. 

(2) Within forty-five (45) oslendar days after receiving written 
notice from WMATA to do SO9 the selscted developer aust execute necesssry 
lesse doeunent furnished by HHATA. In the event the selected developer faiis 
or refuses to do so within the said forty*flve (45) day perlod9 the devel- 
oper's gusrshtee in the full SMunt of $1069660 shall inure to MNATA as and 



for liquidated daMges* 



^ Gross incooie ahall be defiwd a8_ the__i»MiiAt_ive wo^ ■qnles 
received by the developer fron opersticra on the lessed jyroperty^ 
ing all npnies received frw subiene or space lessees of the devel- 
oper. Such Mount stiail include Mniee rw^^^ 

fublefsees or space lessens as jjayMnt or nig^rra the costs of 

operstion9 including without liaitationi real estste taxes, tnsUrsnoe snd 
utilitieSf Drlin the eventL ooits of qperstion sre psid directly 

by the sublessees or qMce iesnes^ sn equtvsient MMtm 
eluded. Gross iraoM shall also include all gross receipts from hotel 
operat5ons9 imsluding but nDt__li>Bited. toj sll ipnies from rocoii food 9 
beverage and any other incoM from hotel c^erations. Additiohsllxt gross 
inotMe includes the fsir iwtal value of any wed or occupied j^ace 
by _ thB (Jeve lope r_ within the leased j^ppertj^^ fxcept for t space 
reasonsbly necesssry to operste the lessed property snd perform the 
obligationa of the lease. 



: (C) 
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(3) In additidn to inclusibh of fihahclal terns ihd the 36int 
Devel^Mnt Plin is Herein (ipecified^ the leiee docuSent will Ihcbrporate at a 
iiniiiaBi all proviaiona aet forth in thia Proapectus and Appendices. 

V# Selectibh Procedure 

ik. HHATA will carefully analyze each proposal and ultiiuiteiy select 
that proposal which in ita aole Judgment is deeaed s^ost advantageous to 
WUTA. 

B. WHATA reserves the right» in its sole discretion, to Mice its select 
tion baaed on the initial aubmissidn of those responding to this Prospectus , 
or to conduct negotistions should tMATA deem negotiations to be warranted or 
uaeful. 

C. W«4TA RESERVES THE RIGHT TO REDECT ANY OR ALL PROPOSALS. 

D. WHATA expecta to have coiipleted ita evaluatidh of all p)>oposals and 
to have taken all heceasary action to conclude ita aelection of a prDpossl 
within sixty (60) days following the closing date for receipt of proposals, 
including notification tb the intereated partiea of the acceptance or non^ 
acceptance of their prbpoaala. 

VI • Selectibh Eriterla 

It is the bbjective of WHATA that the developMht project to be awarded 
purauant to thia Prbapect^a rMult in the achievMent of the goals of both 
iHAtA and the Diatrict of Cblunbia. Tb ibcbipliah thia objective, the select 
ttbn process will include review bf proposala to aacertain conformance with 
the folibwing gutdeliheat 

A. Coipiiance with requireaento aet forth in this Prospectus. 

/ — 

B^ Adequate 'financial return tb WHATA. 

C. Cbi^iiance with the criteria for developMnt aa contained in Appen- 
dix C. 
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D. Development of the lend end eir righte, es reflected by the 3diht 
Development Plen eubmitted is ^rt cf the propbeel, to the higheet end beet 
ecbnoiic use in eccbrdehce with the criterle eetabliehed in the Planning end 
Design Criterie^ Appendix E. 

E« Acceptebility of the eubmitted Minority Biieihees Chterpri le Plen. 

Fm Reiabhible prbbebility that the prc^ose development obtains for 
NHAtA the income projected in the proposal. 

6« Depability of the developersp based oh financial qualifications 
* and development experience # to undertake and complete the project within a 
reasonable and specified time period. 

H. Completeness atid clarity of preperation for ease of analysis. 

Precise conformance to the detail specified in the Prospectus is not 
mandated at the risk of rejection for noh-cohformancc* Where this Prospectus 
fails to envision ihhbvetidhi so neither dwH it bar innovation when the 
innovation is in the best interest of WHAT A. 

Proposals hot rejected following the above review will be evatuatedy 
through a { re-established numerical weighted formula encompassing the fbilbw- 
ing factbrs» listed in order of their relative importances 

o Financial return tb WHATA 

o 3biht Develbpment Plan features 

o Hihbrity Buaihess Enterprise Plan features 

o Developer capability and experience 

Other than indicating relative importance bf the listed factors, no 
conclusion should be drawn from the ^ve listing as to the actual weight 

assigned each factor. 

/ .. ^ _____ _ 

IfHATA shall not be liable for any coat incurred by the eelected developer 

prior to execution of the required lease dbcumehta. 
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PROPOSAL FOR bEftSE BF khHD kHD AIS RIGHTS 

T63 HASHlKGtON tCTRDPObSTAN ARE^ TRANilT AUTHORITY 

PROPOSAL OF: 

NAKE 



Parcel A* Covering the lease of land and air ri^ts for coaatercial develop- 
■ent Mithin WHATA'a hk50^B95 iquafe feet at the Gallery Place 
North Site in Nashihgtbhj DC, khoMin as Lot 44, Square 454. 

The underaighed hereby aubmiti an offer to lease the coMaier-> 
cial development rights at the aiibject pr(4:ierty for a fixed tera of 
fifty (50) years is follows: 

AiHihiium Guaranteed Rent for the fourth (4th) through the fiftieth 

(55th) leaae year is offered in the awbuht of 

{ $ ) ner ihiuM, payable quirterly in advance (to be 

adjuated u^Mird in the event that the finally approved developnent 
prdvidea for idditibhil gross flCNor area). 

Development Period Rent during the initial three (3) years of the 
lease tera is offered aa fdlloWst 

First leaae year i i 
Second lease yesr i * 
Third lease year $ 



Said HKiunts wiii be paid annually in advance to W4ATA cd»- 
■encing upon lease executions 

In Bddiftion, for the fourth (4th) through fiftieth (50th) yeir 
of the lease tern, i (We) offer Additional Rent conaiating of 
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^7^^. P*?"^«"J- gross income Troro the project 

[i* S**'!?*'^^-" income of Nine MiiiiSn 

Five Hundred Thoussnd ($9,500,000.00) per ihmjri. 

Construction for the propofed development shiii eooBRence on or 

oefore _ » shell be co<if)ietsd on or before 

. . 19^ . 

1. The andersigned (feclsres tfiit i cerefal exininitlon of the 
instructions contsihsd In the Prospectus^ dsted - 

■ ■ ^ 1982 i hss been aade end understehds 

that in asking this proposaij^ ell right to plead miaunder- 
stsnding regarding the aasne haa been waived. 

2. This^ prbposel is^wbtdtted directly and ihvclves no real 
estate brbkar's coomission to be paid by IWATA. 

3. This proposel is sccoKpsnied by a propoaal guarantee in the 
rorm of a bid bond, a certified checfc or a bank letter of 
(flOT 00l"0e>' °^ Hundred THouiahd Dollars 

4. A^St8tw»ht of eualificationa, Develo^ht PloSa, a State- 
ment of Sross and Net Income Expectancy and reaponses to 
ail other Proispectus requirsmehts in this proposal are 
contained as a part of thia propoaal i 

5. Six copies of the' full propdssl ire iubnitted herewith. 



NAME 



DATE 

ilGNATURE 



ADDRESS 

Received this day of i 19 * by 

, — . for 



the Washington Hetropolttan Area Transit Authority. 



my 
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APPENDIX B 

Aim CiPAtEb M A30l^4E*SE/P4iR TERMS AND CONDlf IONS 

SECTION i 
GENERAL 

A. In addition to the required lease rentals set forth iti the Proposal 
Forniy a cash sum of laddyOdd shall be paid to tff4ATA upon execution of the 
lease document contemplated herein (the developer ^s original proposal guaran* 
tee deposit may be applied) • Said ai^ will be held as a guarantee for perfor* 
mance by developer as required under this Prdspectusy and upon sstisfiactdry 
performance, said sum shall be applied to developer's rental payments for the 
fourth lease year* 

B. Within six (6) months following execution of the lease agreement, the 
developer must have obtained approval from WHATA of its final plana. Any 
application for PUD must ilso be approved by NMATA. 

C. The lease agreementp at the option of WHATA, may be terminated in the 
event that the developer faila to obtain . IfHATA's plan approval (B, above) 
within aaid aix (6) month period, or faila to bbmmence with development of the 
property within one (1) year from the date of NHATA's approval of the Develop^ 
meht Plan. In the event of iuch termini tibh^ developer shall forfeit all 
leaae payments through that date ind the required performance guarantee. Time 
ia of the essence in this prcapbsed development. 

D. Prior to coMiehccMient of construe tidh^ the developer shall deposit 
documents with, and acceptable to RHATA^ indicating the availability of funds 
to complete the development project^ and shall alio deposit i copy of the 

aelected contractor *i performance bohd^ with iurety companies iitisfactory to 

_ f _ 

NHATA^ for the full mount of the cbntrict price. 

E. tease rental paymehta during the initiil three (3) year develop- 
ment period shall be payable annually in advance in the full imouht specified 
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for each year in the proposal; the first such payment shall be due upon 
djElte of execution of the lease agroMient. Rental payments commencing for the 
fourth (4th) lease year and each year thereafter shall be in the full amount 
of the Hinimum Guaranteed Rent payable in equal quarterly installments 
in advance through the entire lease term. Commencing with the fourth (4th) 
lease yeiir, developer shall also pay Additional Rent, as specified in the 
Prospectus 9 and such payment will be made on a lump sum basis within sixty 
(6b) days following commencement of the fifth (5th) lease year and each lease 
year thereafter. 

SECTION il 

OESC^IPTIDN OF AREAS AND EASEMENTS tS BE RESERVED, 
RICHT^S-TO^E RETAINED BY WMATA AND OBbiGATIONS^^J)EV£LOPER 

A. PE^tHANENT EASEMENT AREAS TB BE RESERVED : 

WMATA will retain multi-dimensional easement areas (illustrated on 

the Gallery Place Easement Hap) described as follows: (a) a portion of 

the western border of the sitei a 4.36 foot wide easement with an upper 

limit of 414.31 feet (approximately 30 feet below grade); (b) a portion 

of the western and southern borders of the site, a 5 foot wide easement 

with an upper limit of ^41. 5 feet (approximately 5 feet below grade); (c) 

a sewer easement at the southwestern portion of the site; and (d) an easement 

at the north entrance of the Gallery Place Metro Station, the limits of which 

are (1) an appiroximatoly 30 foot apron east of the entrance measured from the 

eiElcalator newel ^ (2) a 15 foot atrip fdong the southern edge of the escalator, 

and (3) a bhe-story (iihimum 12 fbot^ six inches) clear height above grade. 

B. PERMANENT AND EXCLUSIVE^^ASEMENTS. RIGHTS AND RIGHTS^F->WA¥^OW. 
OVER. yWDER^AND ACROSS THE JOMANEWT EASEMENT AREAS : 

a* Rights within the areas required for Metro purposes for design, 

construction, maintenance, operation, repair, replacement, 
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renewal or removal of atructut'e^f ^^^^pitent, inatallationa and 
facilitiea neceaaary or daeful fot ^^^o rapid transit purpoaea 
and uiea Incidental thereto. 

b« Righta of acceaa to and from ^^bbb at any time for the 

above-atated purpoaea by WHAT A, it^ ^^loyaesf agents and con- 
trsctbra; in addition, during c^Pef^^ion of the rapid tranait 
ay stem, righta of acceaa by the gahe^^^ public through aaid areas 
in connection with use of aaid sy^^a^* 

c. Righta of vertical and horizontal ^^pport and protection of 
WMATA*a atructurea, ihatallatib^a, Equipment and facilitiea, 
including neceaaary inatallatloha ^^^h foundationa, beamit 
eolumna, bracing, and aimilar a^^u^^^^^l feat urea and niembera* 
No load or jsreaaure, whether ^.^r^^^tl or lateral, ahall be 
trahamit^^ed to any part of said Het^^ facilities, except aa may 
be provided for hereunder* 

d* Rights to maker maintain, bpera^^t ^^t^laoe and renew neceaaary 
utility inatallationa, including w^^^^^ cable8» pipe^^ ducta, 
chaaes, conduita^ and all equipi^h^ ^hid apparatus of any type 
whatabever neceaaary to operate ^tr6 Station entrance and 
related facilitiea* 

Righta aa to the unimpaired, un^^a^^^^ted uae and enjoyment of 
the atation entrance facility ai^d deacribed premiaea free 

from and without the adverae ot dt^t^^^'^entii effects of auch use 
of adjacent areaa, which might te^^l^ from (1) such cbhcen- 

tratibh of people in the acceaa #^e# would obstruct acceaa to 

* _ _ _ : _ 

ihd from the station facility; (J?) ftustaihed ot unpleasant 

noises; (3) noxious odors; (4) •ee**^Xation of trssh, dirt or 
debris; (5) harsh lighting mn^/0f ^^^hting fixtures or sighs, 
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posters or billboards not colpatible with Metro graphics require-^* 
iwnts. Any Lessee graphics with exposure to the Hetro facilities 
shall be subject to HHAtA's prior approval • 

f. Rights permitting ^he erection and installation of wallsi ceil- 
ings » partitions 9 signs, structures » facilities ihd equipiieht in 
the described prenises and rights to Mihtain^ repair^ operate, 
replace or remove the same. This right includes rights of 
attachment of WMATA's ceiling structures^ electrical equipment 
for lighting snd other hecesssry utilities to the underside of 
the floor constructed above the Metro entrance facility • bessee 
shall initially instsll ceiling structures and electrical equip- 
ment to WMATA's satisfaction and thereafter said facilities will 
be maintained by WHATA. 

g. Rights for such other and different purposes as HMATA, its 
successors and iasigns, may from time to time hereafter deem 
necessary or advantageous in connection with its use of the rapid 
transit station facilitiea and uses incidental thereto. 

Further 9 information and data furnished to the Lessee, including avail» 
able subsurface and other data^ are not intended as representations or warran* 
ties but are furnished for information only. It must be understood that WHATA 
will not be responsible for the accuracy thereof or for any deductions » inters 
pretations or conclusions drawn therefrom. Such data will be made available 
to allow bessee to have the same information that is available to WMATA. 
Developer will hold WMATA harmless from and against ail claims or demands with 
respect to such information and data. 
Bbliaations of Developer 

Development and subsequent use of the private development facilities 
Mist never interfere with or adversely affect WNAtA^s facilities » including 



the need for repair i replfceMht^ MMvil or operitidh of the Metro stetiohy 
le2zanihet ihd related faciiitiefiy uhieaa prior arrangeMenta have been 
nade in writing between WMATA and the developer. 

The overall Ooint Develdpiient Plan prdpoaal Mat provide adequate facili* 
ties for the free flow of Hetrd patrdha and include aui table facilities for 
ihd accessibility by the non-ambulatory handicapped^ to and from the tietro 
facilities. 

Electric power for ceiling and aurfice lighting ahall use existing 
circuits as far as possible. Additional requirements above the capacity of 
Metro circuits shall be metered separately. 

Failure to provide the facilities as aet forth abcve will result in the 
forfeiture by the deve;?.oper of the deposit in the amount of $2009000 as 
specified in the ProspectuBy all lease agreMent payments to that date andy at 
WHATA*s option I cancellation of the_ lease agreement between the parties. 

SECTION III 

A. WHAT A Conatructiian 

All propjBrty of any kind and howsoever described by NHATA and/or its con-- 
tractors upon^ bver^ under # in or on the premiaea within the Jimita of the 
interests in the estate to be reaerved by tMATA ahall remain the property 
of WMATA ahd/br its contractors and may be removed therefrom by WMATA and/or 
its cbntrictbrs it any tiiMi. 

B. Develbber's Cohitructiw 

The developer ahali have the right to cbhitructt miintiin, repair, 
replace, or renew its ij^nrbvementi dh the property provided: (i) thit the 
methods achedule, plana ihd ipecificitibha ire aubidtted to WMATA for appro vil 
at ieaat 60 day a prior to the oommehcemer^t of any cbhitruction, maintehincii 
repair, replacement or renewil of iny imprbvements} (b) that the conatruction, 
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Mintenihce, repair 9 replaceiient or renewal doea not diange or if feet the 
Metro faciiities or jn^^ acceaa thereto except aa ilay^be required by the lawai 
ordinances 9 codes or regulations of the Diatriet of Coluibia and ia agreed to 
by WMATA. HMATA'a approval of the iiethodi achedule, plana and ipecificationa 
will not be arbitrarily or unreasonably withheld and \IMATA aceepta no liabil- 
ity or waives no ri^ts by reaadh of ita approval of the aethod^ achedule» 
plfins and specifications. At the tine WHATA issues its approval of the 
construction 9 maintenance » repair, replaceflient or renewal, NHATA ahall desig- 
nate an employee or repreaentative in writing to perform the inapectibna 
provided for below; and (c) that the r^onatructioh plana ahall incorporate all 
faciiities necessary for the temporary protection of the public and WMATA 
facilities during construction. 

Developer also covenants and agrees that it ahall permit the authorized 
empioyees and representatives of WHATA to en:^;er the property at any time 
during the course of the construction » maintenance » repair, ^placement or 
renewal of improvements and that tfMAtA^a ctesignated Mployeea or repreaehta-* 
tives shall have the authority to stop the conatructiohy maintenance, repairi 
replacement or renewal whenever they determine that such stoppage ahall be 
necessary to insure the functioning and aafaty of Metro or any facility 
related thereto and the safety of the uaera of Hetrdi eiplbyees, and the 
agents, licensees, and permitteea of NMATA. In the event of any atoppage of 
the construction, maintenance, repair, replacement or renewal which ia con- 
tested by the developer, there shall be iiiwdiately appointed by the developer 
and the designated repreaentative of NHATA a mytually acceptable neutral firm 
or perabn to aaeer^aih if inch itbpM^ge ii reaaonable within the meaning of 
this section and further the deciaibh of iueh third peraoh or firm ahall be 
binding upon the partiea and be made within 24 hbura of the atoppage. 

HNATA, ita aiployeei and authorized agmti atnil have the es^reaa right 
to enter the building atructurea or iaprovementa of developer to inspect all 
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iquipientt niteriilsi ficillties and said atructures, iiiiprbveiehtSy and 
building at reaaonat>le tinoa to inaura compliance with the restrictiona and 
conditions aet forth* 

C* InaUrance bv teveloper 

During cdnatruk^tion and folioning cbipiettbn of construction of Build^ 
ihgsy atructuree and iaprovoMnta by the developer » the developer covensnts 
that it will iraure all buildingsy atructurea and iiproveiehts erected on the 
herein deacribed property. SkJch insurance ahali protect both the developer 
end WHAT A frdm Idas within the developer's atructure and shall protect the 
developer sgainat loss from any fire or other daaage originating in the 
ficilities of ft ^TA. Such insurance shall be in the anount which will allow 
the repair I replscemeht or reiidval of sny structure which is so dmaged. 
Developer further agrees that from tine to time NHAtA or its representative 
My 9 upon reasonable notice 9 examine the fire insurance policies carried by 
the developer* Developer further covenants and agrees that it will not allow 
iny atructure » improvement or building to remain damaged so that it interferes 
with the use of Metro 9 the Hetro station 9 or any related facility during the 
cbnatrubtion by the developer of any facility and during the uje by the 
developer 9 any aublesseep assignee 9 contractor 9 licensee or other agent or 
employee of the developer. The developer further agrees to maintain public 
liability inaurahce in which WHATA ahall be named as an additional insured 
containing prbvisibhs adequate to protect both the developer and WHATA from 
ill liability for death br injury to peraons or damge to property. 

Di Jexes and Aaseswents 

The deveibpe]; covenants and agrees to make timely payment of ail real 
estate taxes and aaseMMnts Mhich Miy t>e levied » assessed or charged against 
the property and that MMATA ihiil have no reaponsibility for sny taxes, 
Msesaoients or chsrges on the piroperty. : 
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The developer agreee that the buiidinga end iaprovMenta to be erected 
end all uaea thereof , ihail coiiply with the zoning and baildihg mdea and 
the liMB, extenaions and ordinances of the District of Colun&ia and it ahall 
be the responsibility of the developer to obtsin sny building permits snd/or 
approvals ss My be reqaired. 

F. Ihdemnificatibh 

The developer agrees to indemnify, protect, defend ind ssve WMATA, 
its sgents and employees ^ harmless against any and all loss, damage, claim 
or liability Whatsoever doe to personal injury or death, or damage to the 
property of ^others directly or indirectly due to the use of the property 
end caused by the negligence of the developer, its agents, eifiloyees^ con- 
tractors, permittees^ invitees and licensees. Developer will be required 
to hold WHATA harmless from ail claims arising from noise, vibrstion or 
otherwise from RHATA*8 Metro operstions. 

G. Affirmative Action 

Developer agrees to provide that all qualified parties regardless of 
race, religion » hitibhal origin ihd sex have an equal opportunity to partici- 
pate in the construction^ developnent, leasing, sale and management of this 
project. This includes compliince with the "Washington Plan" during construc- 
tion of the improvements. Developer shall comply with an approved Minority 
Business Enterprise (MBE) Plsn, which shall be in the form contained herein 
(Appendix e)i 

H. Priority for Dis b l ace d ^cupantr 

Developer assures conrliance with NHATA policy adopted May 14, i97ei 

. _ _ _ ' 

entitled "Preferential Treatment of Displsced Occupsnts." The spprbved 
resolution covering this policy is contsined hereinafter as Appendix D ind 
made a part hereof. 
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APPENDIX t 
MINORITY BUSINESS ENTERPRISE (MBE) PLAN 



I. NOIICE DF REQUIREMENT 

A. Leasee's overall iinimum goal for idnbrity participation in this 
project through equity participation or by aubcohtraeting or Joint venture 
fiith minority business enterprises (^ninbrity** being Blackt HiapaniCt Aaian, 
ind Pacific Islander^ and African Indian or Alaskan Native) in conformity 
with the Requirements » Terma and Conditions of this Exhibit here5.nafter aet 
forth ahall be as follows t 

1. Twelve (12) percent particiDatioh by minority investors in the 
equity ownership of the developiient project » end 

Z. i^enty (20) percent Hihdrity Busineaa Enterprtae (HiE) partlci-- 
petidh during the development period will be sought in the 
following categorieSy without limitation (1) construction of the 
building (as prime or aub-contractor) ; (2) non<»c6n8truction 
aervicea; (3) profeaaidhal aervices; (4) building managementi and 
(5) auppliea ind aervicea » and 

3. Ten (10) percent goal for the initial leasing of retail rental 
space to HBE*a which goal ahall continue for five (3) yeara from 
the date of full becupihcy^ and 

4. Twenty (20) percent goal during the entire term of the lease for 
MBE participation in the mahagraent and operation of the builds 
ing» incluaive of all purchaaea^ aupplies» building aervicea, 
including Janitorial aervices* 

B. Leaaee afiail have provided a projected plan for minority participa-* 
tlon and utilization the above-deacribed creas in the submittal of their 
development proposal » and aaid projected Hinority Participation Plan ahall 
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have been approved by Lessor prior to the execution of the lease agreement 
within which this Exhibit shall be incorporated. 

n- REQtUREME^T S, Tgms^ND-C^^ DF AFFIRMAnVE ACTION^ PLABl s 

A. Minority business enterprise, for the purpose of this Exhibit, means 
any sole proprietorship, partnership, joint venture, or corporation which is 
at least fifty-one (51) percent owned by minority groups members, and as to 
which such members exercise fifty-one (51) percent or more effective control 
over the management process. the amount of HBE participation witi be deter- 
mined by the dollar value of the work performed and/or supplies furnished by 
qualified firms as compared to the total vnlue of all work performed and/or 
supplies furnished under this lease • 

To be considered qualified, a MBE firm iiust have adequate financial 
resources or the ability to obtain such resources as required during perfor- 
mance of the contract, the ability to perform the work or furnish the supplies 
in a timely manner, and have minority members of the firm who have either 
financial, managerial or technical skills in the particular area of interest. 

B. Lessee shall submit Attachments 1, 2^ 3^ 4, 5, and 6 as required by 
Authority policy as a prerequisite to actual constructlbh on the leased 
premises. 

C. The 18E goal established by this Exhibit shall express the Lessee's 
commitment to the percentage of »©E utilization. Lessee shall be deemed to 
have met its commitment if the HBE utilization rate of the Lessee meets 
or exceeds the goal established by this Exhibit • 

b. Lessee's commitment to the specific goal is to meet HBE objectives 
and is hot intentfed and ahall hot be used to discriminate againat any quali- 
fied company or group of companies* 



C-2 




EKLC 



£• Lessee shall have a continaing bbiigatibh to iaihtain a achedule 
for participation by HBE(8) to meet ita goal aet forth in this Exhibit* 
If at any time Lessee beiievea or has reaabh to believe that a prbpbaed 
MBC has become anavaiiabie or due to change in bWnerahip or nanageineht 
responsibility does not meet the standards set forth in paragraph 1 above^ 
Lessee ahali, within ten (10) daya, notify Leaaor of that fact in writing. 
Mithin ten (10) days thereafter. Leasee ahall, if neceasary to achieve the 
stated goal, make every reasonable effort to aub«-contract the aame or other 
work to other MBE firms. Leasee 3 efforta to replace an unavailable MBE firm 
ahall be coordinated with Lessor. 

F« Lessee's cranmitment to the specific goal for HBE utilization as 
required by this Exhibit shail constitute a commitment to make every good 
faith effort to meet auch goal by aub^-cbhtractlhg and/or Joint venture with 
MBE firms* If Lessee fails to meet its goal, it will bear the burden of 



furnishing sufficient documentationTof its good faith efforts to justify grant 
of reJief from the goal set forth in this Exhibit. These efforts shall 
include the following: 



1. Notification of community brgahizatioha that Leasee has sub^ 
contractor oppcrtunities available and maintenance of records 
of the organizations' responses. 

2* Maintenance of a file of the names and addreases of each HBE 
sub-contractbr referred to it and action taken with reapect 
to each such referred contractor* 

3. Dissemination of ita MBE policy externally by informing and 
discussing it with all management and technical aaististahce 
aourcea; by advertising in news media, specifically including 
minority newa osedia; and by notifying and discussing it with 
all aub-contractors and auppliers. 
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4. Engageffieht in specific and constant persbhal (both written ahtJ 
oral) recruitment efforts directed at SBE contractor organiza- 
tions, recruitment organizations, and business assistance 
organizations. 

G. Lessee will keep records and documents for five (5) years following 
the performance of all activities and transactions during the term of the 
lease to indicate compliance with this Exhibit. These records and documents, 
or copies thereof, will be made available at reasonable times and places for 
inspection by any authorized representative of Lessor and will be submitted 
upon request together with any other compliance information which such repre- 
sentative iitay require. 

H. Lessee is bound by all the requirements, terms and conditions of this 
Exhibit. 

I. Lessee shall be required to submit to Lessor monthly statements dur- 
ing the development and construction phases which reflect all funds disbursed 
to minority sUb-contractors and vendors, the type of work performed, total 
■ub-*ontract amount* percentage of physical work completed, and cumulative 
payments to dste. Where Lessor finds that Lessee has failed to demonstrate a 
good faith effort to comply with the requirements of this Exhibit, it will 
notify Lessiee of such nbhcompliance and the corrective action to be taken. 
Lessee shall, after receipt of such notice* immediately take corrective 
aetier.. Where Lessee, after notice and heairing afforded it by Lessor is found 
to have failed to exert a good faith effort to involve MBE's in the K'ork as 
herein provided. Lessor nay declare that Lessee is ineligible to receive 
further WHATA contracts for a period of five years fro«" the date of the 
finding. 

3. Attachments to be submitted as a prerequisite to actual construction 
on the leased premises arex 
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Attachment Ix Schedule of HBE Pirticipation 

Attachment 2: Letter of Intent to Perforni as a Sub-Contractor 

Attachment 3x ml Iftiavaiiability Certification 

Attachment 4x Information to Aeaiat in Determining Legitimacj" of HBE 

Attachment 5x Ihfdrmatiph to Assiat in Determining Legitimacy of 
3dint Venture 

Attachment 6x Affidavit of Hinorlty BusineBS Enterprise 



Copies of the above six attachments are available at WHATA, Office 
of Planning and Development. 
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APPENDIX D 
POLICY FOR DISPLACED ^lCeUPjWT& 
OF THE 

WASHINGTON HETROPOLITAN ftREA TRAN&I^^UTHORHY 
(Reaolution of WMATA Board of ^?lgeetofB) 

WHEREAS i the responsibility of the WHATA to design, construct and cause 
to be operated a regional rail transit system will involve extensive land 
acquisition and the concomitant displacMient of persons ; and 

WHEREAS, the Washington Hetrbpolitan Area Tranait Authority Compact pro- 
videa for a prograw of resettlmneht aervicea to individuals* families » busi- 
ness concerns and non-profit brganizationa displaced froih their hoaies and 
places of business by the construction of the rapid tranait system; and 

WHEREAS, the WMATA policies and prbcedurea governing the resettleBent of 
individuals, families, buaiheaa concerna and non-profit organizations are set 
forth in the Office of Real Eatate Policies and Procedures Hahual} and 

WHEREAS, it ia the intent of the Board of Directors Of the Washington 
Metropolitan Area Transit Authority to lesaeh to the extent possible the 
hardship encountered by displaced individuala; families, business concerns and 
non-profit drgahizations in finding resettlement sites} 

NOW, THEREFORE, BE IT RESObVED BY THE BOARD OF DIRECTORS OF THE WASH- 
INGTON METROPOtlTAN AREA TRANSIT AUTHORITY, that the policies and procedures 
governing the resettlement of persons and the disposal of real property as 
presently oet forth in the Office of Real Estate Policies and Procedures 
Manual be revised to include the fdllowihg policy ^idesx 

(a) Individuals, families, business concerns and non-profit organiza- 
tions displaced by WMATA shall be given a priority of opportunity 
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to relocate in comerciil ot residential facilities subsequently 
constructed on WHAT A properties* 

(b) This priority of opportunity will extend to forner occupants of 
required properties and not to the owners of the properties unless 
the properties were occupied by the owners at the tine of NHATA'a 
acquisition. 

(c) The priority of opportunity wilt be afforded to occupants displaced 
from real property by WMATA on or after March 29, 1968. 

(d) The priority of opportunity will be nade available by WHATA in its 
agreement with developers by requiring that the developers give a 
preference to the displaced occupants for the first 60 days follow- 
ing execution of the development agreement | provided that the 
displaced occupants otherwise qualify (in terms of financial quali- 
ficationsy and other standards of occupancy established by the 
developer) for such lease or sale of the new facility} and provided 
further that the developer shsll have the right to determine which 
ccNnmercial or reaidehttal uses are to be permitted in the facility 
and the size of each unity and that in the event two or more persons 
entitled to preference apply for lease or purchase of the same 
spacer the developer in his sole discretion may determine which is 
entitled to preference over the other or others. 

(e) WHATA will certify displaced occupants to developers only in con«^ 
Junction with the initial leasing or aale of newly constructed 
facilities. 

(f) Further policies with respect to the above priority of opportunity 



may be eatabliahed by the WHATA from time to time in cdhjunctioh 
with the establishment of procedures for the disposition of indi- 
vidua! parcela. 
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APPENDIX E 
PLANNING AND DESIGN CRITERIA 

It l8 noted that cireativity and excellence in urban deaigh ia not only 
itrongiy ehcouragedt but will alad be afforded algnlf leant weight in evalua- 
:ihg propdaala* the baaic guidelinea in thia Appendix are intended to provide 
i general framework to propoaera of urban planning and deaign criteria, 
idwever, the guidelinea ire not intended to preclude other conaiderationa 
if iierit which propoaera may wiah to addreaa in the propoaala. 

a) Zonino i The aubject aite. Square 454, tot 44, ia within the C-4 
zoning diatrict (Central Buaineaa Diatrict). The C«4 diatrict 
aervea aa the compact core of high denaity retaily office, hotelf 
realderhtialy and mixed-*uae development in the Diatrict of Columbia 
ihd the Hetropdiitan area* 

b) Floer frrea Ratio XFARh the C-4 diatrict permita a maxinun FAR of 
10.0 if located adjacent to a atreet of lib feet or more in width. 
6therwi86f the maximum FAR ia 8.5. the aubject aite (50,895 aquare 
feet) wciild yield a maximum FAR of 8.5, reaulting in 4329607 groaa 
aquare feet. 

c) Height RflHaulatibna I The building erected oh the aubject aite would 
be limited to 110 feet in height with no limit in number of atoriea. 

d) Fl annad ^mi^Devel^pmei^ <^ Section 7501 of the Diatrict 
cf Columbia* a Zoning Ordinance cdhtiiha proviaidna for PUD* a in 
th9 C-4 zoning diatrict. Uae of the PUD proviaidna may yield a FAR 

10.5 oh the aubject aite^ 2.0 additional FAR than could be 
achieved above the mattei>bf-right zoning in the C^ zoning dia- 
trict. The PUD proceaa involvea review and approval by the D.C. 
Zoning Commiaaion. Propoaera are encouraged to eonaider the PUD 
option. 




f) 



e) flet^^rac41itie8: The iite will rMt*^'** ditect access to Metroraii 
station ficilitieii Gitiery Pl^c^ J« ohe bf four atation awii 
in the planned eiihty-two station •r^'^ ^yste* which ia a transfer- 
station between intersecting line*- **^eover, Square 454 is cur- 
• rently well-served by Metrobus, ^^th "^ttpa on 7th, 6th, G, and H 
Streets. Accordingly, the uses, ae^i^* %n(j pedestrian aystem mast 
hot only cocnplemeht, bat enhance tr^^sJ* ^idership. 
farkifia: While on-site parking 0Pn<^^ ^eqairemehts do hbt exist 
in the district for iixed-ase <t^ve^°^r^i, some oh-aite parking 
will have to be provided. (One ^teJ^H^i ^jte is the Bergmann's 
Parcel C along 5th Street. 5 eon«ia«*«ltion should be given to 
■ulti^yser parking during off.pee»< l^^^ioda, e.g., provision of 
parking for restaurant and ente^t^ini^'^t patrons during iid-day, 
evening, and weekend periods i 
g) Mixed^4J8ej The subject "Sfte is jCHse*"^ in an area proposed for 
a nixture of land uaesi Propoaafa he required to develop 

a project which includes i mixtuJfe °^ uses* The first fiobr 
shall be developed primarily to r^^^il including stores* 

shops, restaurants, etc. The mixtuf* detail ahould be dlversi, 
with a number of atores oriented to the "^i>fset frontages rather than 
interior or Ball areas. Also, beloW gf'**^ retail space is required 
at the H Street Metro connection. 

The unified developiaeht, involving »4A^*'« Bergmann's proper- 
ties, in addition to the retail, wo0^ ^ ^i-ised of either hotel 
■nd resicAehtial of hotel, commercial off*^^ residential! with a 
goal of twenty-five percent of th^ ^''^lopeble land devoted to 
residential. 
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Any commercial use shall incorporate office space that would serve 
the needs of wall professionai firms or businesses serving the 
Chinese TOiMiiunity and the retail apace shall incorporate space to 
serve the needs of the Chinese community* 

Proposers are encouraged to provide theater , cinema , entertainment ^ 
or arts spaces in their projects* Inclusion of these uses would 
further help to estsblish support for possible PUD applications* 

in addition to the below grade H Street Hetrb cbnhectibn, the 
subject site also presents the opportunity for a below grade Metro 
connection at G Street. Proposers are encouraged to provide addi- 
tional retail space at this location* 

(If subsequently NHAtA of necessity proceeded with development of 
its parcel alone, then the acceptable mixes on the VMATA site would 
be either retail and hotel or retail, obrnmerciel office, and reai* 
dential.) 

h) Adjacent Parcels » Proposals of a unified dcveidpmeht in Square 454 
are required* The second major landowner In the western half of the 
Square (to the west of the public alley connecting G and H Streets) 
is Bergmahh-^8 Inc. Propdaals must include plans for the development 
of the Bergmann's site in conjunction with Lot 44. The developer 
selected by WHATA will be assigned an exclusive option to purchaae 
the Bergmahh*8 site, and said option, aa evidenced by execution of a 
Purchaae Agreement between Bergmann*a and the selected developer^ 
must be ^pursued in good faith by the developer and exercised within 



ninety (90) daya of the date of NHATA* a selection notification to 
the developer. In the event BergMhh's and the developer, both 
acting in good faith, are unable to execute a Purchase Agreement 
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within stid ninety 190) day period, tJHATA it its sole discretibni 
iiy then proceed with the developer for the developMht of Lot 44 
•pert from Bergnenn'e pircels. 

Additionally j there ire four structures slong H Street west of the 
•lley in privste ownership. Representstives of these pircels should 
be contacted to deternihe their possible interest in i unified 
development. While plens should indicate these parcels snd possible 
use or re^Se^ there is hb requirement In this Prospectus that these 
parcels be brought within the icbpe of the proposals. 

the District of Coiumbis Sbverhment has indicated that it will be 
more likely to be favorably disposed if a unified development of 
the subject site ind the Bergminh's property is proposed when 
considerition is given for i PUD or in iiiey closing. 

If development of the westsrn half of Square 454 in i unified 
fashion is not feisible^ it i minimum s common plan or meaningful 
Cbbrdihitioh must occur imong the parcels, 
i) Welstibhshib to Ehihitowni The design of the development oh the 
subject site should reflect the character of an enhanced Chinatown. 
The development iust recognize the importsnce of H Street is the 
"iBsln itreet" of Chinatown, and the corner of Seventh ind H Streets 
is i "gstewsy** for the community | proposers Should consider the 
iuitability of design with a Chinese character at these Ibcittbns, 

ilthbugh the entire development need not be of sn ovsrt Chinese 

- t 

chsrscter. 

the Chinese community his identified severil needed services 
which would be appropriste for the sitet bilingusl professional 
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urvicesy retail uie, perforinnce and iiieibly ipicst irid cdinunity 
iervicaa* 

J) Scale ind Deatont The iiaaing of the development ihduld Mipect 
the variety of acile of the aurnHiridihg area. Thia la apecifically . 
meant to diacourage mdholithic atructuree. 

The Seventh Street frontage ahould be DDhceived with a hdrizontal 
and vertical variety of ecale. Thie deaigh Mhcept will encourage 
the building to better integrate with, ind be more aeneitive to, the 
lahdmaric buildinga bh the weit aide of Seventh Street, 
k) pQblic Sbace: Sidewalk treatment , tree epacing^ lighting » and 
placement of atreet furniture ahall be in accordance ^wlth the 
atreetacape plan currently under preparitidn by the b«C« Govern- 
ment. The developer ahall alab cmply with more detailed atreet- 
acape atandarda. ahticipcted aa pirt of the apecial Chinatown 
area criteriav which will reault from the Downtown Planning effort. 

Development it-grade ihall hive a frequency of retail entrancea 
fbcuaed '-yh the atreet ib that the atructure reapecte the eatabliahed 
pattern and chiricter ilong Seventh Street* 

Retail uaaa ahould be of i type which generatee activity for ex- 
tended hbura of bperatibh beyond the normal workday. 

If a unified development ii propoaed for Square 454, which includea 
other than Juat the RWTA pircel^ the entire development propoeal 
ahaii reapect the Plahhihg ahd^ Deaign Criteria outlined for the 

i 

WHATA pr&pertyi 

1) Accgaa^^d Brientattbni Vehiculir ind iervice icceia ia dia- 
couraged from 7th and H Streeta and ahall be reviewed und require 
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approval by the D.C. Dapartnent of trahaportation. (Bergniann^a 6th 
Street parcel ia a potential aite for vehicular acceaa). Pedeatrian 
orientation shall be toward the atreet. Ah interior circuiatton 
pattern can only be conaidered if it ia an extension of the public 
space and not an alternative to it. 

Subgrade connectors from the proposed develdpinent to the Itetrb 
station is required at H Street. There is further opportunity for s 
connection on G Street. An extensive underground pedestrian network 
with rcjtail frontage, however, is not encouraged if auch a system 
would be detrimental to at-grade retail activity, 
m) Bther Major Develoowent^ The aubject aite's development shsll 
be both harmonious to and co:/iplementary to bther major develop- 
i::ent, planned or underway, in the area. Recognition and relet ioh« 
ahip in function ahall therefore be demohstrsted, e.g.^ with the 
Convention Center and the mixed^use development of Squere 455 (to 
the south of Square 454). 

Proposers are re: erred to awilicable publications relating to urban 
design guidelines for Square 454, e.g. "A Living Downtown for Waahihgton, 
D.CJ' and the interim streetscape guidelines. Both documents ere available 
from the D dffice of Planning and Development. 
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THIS pPTIONj granted the day of —3 

1982, by B£RGHANN'S^_ INC. » a Delavlre corporation, ^623 G Street » M.W. , 
Halhlngtotip 0«C« __ 20001 (hereinafter referred_t6 as the ^C^tlonbr") , to 
VASHINGTpN HETROPOLITAN AREA TRANSIT AUTE0RIT7» a public: tranaj^rtatlon 
partnerahlp of the Dlatrlct of C^luDabla, Haryland and Virginia » 600 Fifth 
Street^ N.V.» Washington, D.C. 20001 (hereinafter referred to as the "^Op- 
tionee") i 

1 i Grant— of Option, fa con 6 id er at ion of the pr rat aes » the aom of 
One Dollars ($1.00) and other good and valuable consideration » the receipt 
and sufficiency of which are hereby acknowledged » the Optionor hereby grants 
to the Optionee the exciustve option to purchase certain real property 
situated in the District of Columbia together, with the improv^ents erected 
thereon I and more fully described as Lots 6|_37» 38 » 804 ^ 806 » 840 » 84 1^ 843 p 
^44^ 845 » 846^ 847 »_ 848 p 849 ^ 852» 859 » 860^ and 862, in Square 454 , as 
outlined in red on Exhibit ""A" attached hereto and incorporated herein by 
reference (hereinafter referred to as "the property"). 

tm ^piration Date • TKs option shall «p^ May 
13 » 19839 or ninety (90) days after Optionee "selects** its developer for the 
Gallery Place Station » whichever shall first occur. 

3. Exerci s e of Option . This option is to be exercised by the 
Optionee by the execution of a purchase agreement acceptable to the Optionor. 
This purchase agreement must be signed by an authorised representative of the 
C^tionee, and mailed » certified or registered jiall, return receipt requested 1 
and received by Optibhbr prior to the time of the expiTatipn of this option 
as set forth in paragraph 2. above » to Optionor 1 c/b Richard Bergmanni 
Pfesidentp at the address set forth above, lAth a copy to George A. Brugger, 
Esquire, Fossett & Brugger, 10210 Greenbelt Road^ Scabrobk, Haryland 20706. 

4. Failure ^to^^Bxe rcise Op tion. If the Optionee does not properly 
exercise this option as herein provided, the option shall expire as set forth 
herein, and neither party shall have any further rights or claims against the 
other. 

5. Assignment. This option and all rights hereunder shall be 
freely assignable by the^tioM which it has selected at 
the (tellery Piac^ Station^ and tf^^^s^^ the ^tibhee^ any and all 
rights and obligations of the Optionee hereunder shall become the rights and 
obligations of the Assignee. Concurrent with such assignment, the^^tio^ 
•hall notify the (^tionor of such assignment by sending to the^ ^tionor a 
copy of such assignment, c/o Richard Bergmann, at the address set forth 
abbve^ with a cbp^ to George A. Brugger, Esquire, at the. address set forth in 
paragraph 3. above. 
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6» JemdioK». lh« eaptlotis aad hMdlfigs httr«lQ are for eoftvcnienec 

and rafaranec onljr and in no wmf dsflna or llslt the aeopa or content of tbli 
Option Agraaacnt or in any way off act ita provialona. 



IN WITNESS HREBEOF, tHa^partiaa harato have executed thia Option 
Afreeaent for the purpoaea aet fortfi herein. 



BERGMAMN'S, INC. 




WITNESS: WASHINGTON METRpPOLIIAN AREA 

TRANSIT AUTHORITY 
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GALLERY PLACE VICINITY PLAN 



H 8tr*«t, N.W. 



WMATA 



Lot 44 
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SUBDIVISION 
Square 4§4 
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m 



H STREET^ N.W. 



UtT 



119.0 



i 



o 



44 



r.o 



1 



90' 



SO* 



WIST 



Q STREET, N.W. 

NOT TO SCALE 
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NOTE: Sourci from Siibdlvlilon Plili riglit ildi, 
blitrlot of CoiuRiblit bffieo of tho Surtoyor, 
OitoCi Junm If, 1970, Book^lTO, Pago 76. 
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SAtyERY PLAQi 

SCL li 455 BELOW GRADE 
PEDESTRIAN CONNECTION 
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EXISTING 

KNOCK-OUT PANEL? 



POTENTLAb i 
PEDESTRIAN ACCESS 




EASEMENT 
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REQ'D FOR PEeESTRUM 
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APPENDIX FIVE 
PERSONAL FINANCIAL PROFILE QUBStI(»INAlRB 
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Preliminmry Questioniiaire 
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□ FAMitY INFORMATION 
client's Name 



DATE 



Spouse's Name 
Address 



eiient" 



Spouse 



Date of Birth . 
bate of Birth : 



HomiB Phone L 
Bus. Phone 



OCCUPATION 



EMPLOYER 



IMMEDIATE FAMILY 
Name 



Relationship 



Age 



DEPENDENT? 
Yes No 



□ ESTATE INFORMATION 

Is there a will? HUSBAND Date WIFE DATF - 

Beneficiaries: HiSWiLL Primary: . Contingent: - 

HER WILL Primary: Contingent: ± . 

If spouse IS primary beneficiary, does he/she receive full control of all assets owned by the deceased? 

Are there existing trusts? If so, please describe type, amo ints and beneficiaries: 



Have any gifts been made from husband to wife or wife to husband? 

If so, when, in what forrri and amounts? _ 

Charitable interests?:: Current annual charitable gifts $ At death $ 

Do you expiect any inheritance? 

Husband- Estimated Amount Source 

Wife Estimated Amounts Source -- 

Are you the beneficiary of any trusts? Dis^rrtbe — — — 

□ BUSINESS OWNERSHIP INTERESTS 

Your company's name ■ -- -- --i - — z -_— — : — — - ^ 

Is it a: Corporation? Partnsr.^^ iy? Sole Proprietorship? 

Is there a stock redemption or buy and sell a<c ' :ement{ Are there any retlr-rr.^nt programs, Keogh, pension or 

profit sharing plans? Describe: 

□ EMPtOYMENT BENEFITS 

Any stock accumulation plans? C j . n. ^ . r r 

Any employee savings plans? Defer'^v ': coiTiCv . r ^: :::_;,^ Vaiue f. ~. — - - 

Any incentive stock options? Numhej ^ ? sHai / VaL 

Any ndn^iualif ied stock options? Number -i^ t » rj.k -^s : '^iV Vaiue i 

□ RETIREMENT PLAN FACTS 

Years to retirement? Expe: .(:d monthly eniuity ?t i ^lirernr?"' ^r.^r^'xon) $ per month 

Expected lump sum available at reti? .^ment from prijfit-shciring. K^ogh. th^^t ^ plan, etc. $ 
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□ LIFE INSURANCE AND ANNUiTIES 



Type 
(term. Whole Life) 



Face Amount 



Cash Value 
Net of loans 



Ahriuaj^ 
Premium 



TOTAL 



Insured/Owner* 

f 



Beneficiary 



*(H)-Husbancl,.CW)-Wjfe. {E>Employer 
(OK)ther (If (O) specify). 



□ PERSONAL ASSETS [Estimate Only] 

Held by Client 



Held by Spouse 



Held jointly 



Checking Accounts $ : 

Savings/CD's $ 

Money Market Fonds $ : 

Stocks (market value) $ . 

Bonds — Corp /Moni. $ . 

Notes Receivable $ 

Home Equity (market value 

less rribrtgage) $ 

Other Real Estate Equity $ 

Business Interests $ 

Company Retirement Plan(s) $ 

Individual Retirement Accts. $ 

Personal Property $ 

Other Investments $ 

Liabilities Other than 

Mortgages $ 



$ „ 

I _ 
$ - 
$ _ 



$ . 
$ : 
$ . 
$ . 
$ . 
$ . 

$ . 
$ , 
$ 

$ . 
$ 
$' 
$ 



□ iNCOME AND EXPENSES [attach copy of most recent tax return] 



LAST YEAR 
19 



THIS YEAR 
19 



Total Earned Incorne 

Taxable Investment Income 

NonH'axable Income 

Long-Term Capital Gains (Total) 

Annual Itemized Deductions 

Annua! Federal Tax 

Annual State Tax 

Ahhoal Living Expenses 

Annual Surplus Funds 

Any Foreign Income in the next five years?:; 



$. 

$_ 
$: 
$. 
$: 
$. 
$. 



When. 



Source. 



i 
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Community Property 



I 



$ — 
$ _ 
$ _ 
$ _ 



NEXT YEAR 

1Q 



$1 
$_ 
$- 
$_ 
S. 
$_ 
I, 
$_ 



U INVESTMENT DETAILS 

STOCKS [Include investment company arid riiutual fund shares] 



No: of 
Shares 



Full Name of Company 



TOTAL 



COST 



MARKET 



ANNUAL 
INCOME 



BONDS 

Face 
Value 



(T)-Taxable 
(NT)~Non- 
Taxable 



REAL ESTATE 

Present Value of Home 

Mortgage Balance 

Equity in Home 
(Value less Mortgage) 

Describe other real estate: : 
OTHER INVESTMENTS 

Real Estate Limited 
Partnerships 

Oil and Gas Programs 

Precious Metals 

Gems 

Other 



$. 
$. 
$. 

$. 



$. 
$: 
$. 
$. 
$_ 
$_ 



$_ 
$_ 
$_ 



Full name of Issuer 



TOTAL 



COST 



MARKET 



ANNUAL 
INCOME 



Other Real Estate 
Mortgage Balance 
Equity 



$: 
$. 
$: 
$. 

$. 

$- 
$_ 



$. 
$ 

$: 

$. 
$- 



NAME OR TYPE 



DATE 
INVESTED 



TOTAL 



COST 



MARKET 



□ GOALS OR AREAS OF CONCERN 



Increased income now_ 



Income at retirement. 



Conservation of assets for heirs_ 

Change jobs 

Organize finances 



Income inx reduction. 



Saie of business. 



Reduce debt- 



Further building of estate. 

Educate children^ 
Sale of other major assets. 

Analyze portfolio. 



Additional comments and other pertinent Information; Include special questions on estate planning, taxes, financial ideas, etc.: 



C:P.A: Address Phone 

Attorney ^ Address — - Phone 

Accoont Executive Branch . Phone 

37M0 9JI} 
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APPENDIX SIX 
GLOSSARY OF TERMS 



GLOSSARY 



ABSORPTION RATE-The ability of a given area to utilize 
new property or vacated existing property by sales or 
leases. 

ADJUSTFD BAjSiS-The original cost of a property minus the 
total cumulative depreciation deduction. 

AMpRTIZATION-The periodic repayment of the principal 
balance plus interest due for money loaned* 

ASSETS-Anything of value owned. 

HAS IS -The bas is of a property is i ts cost as used in 
computing the taxable gain or loss upon its sale or 
exchange. The initial basis includes the purchase price 
or cost to build the property including land^ plus 
closing and other investment costs 

BLIKE POOL-The sale of partial interest in property 
which has yet to be acquired or developed. 

BRBAK-EVEN RATl6-The ratio of operating expenses and 
debt service to gross potential income. This ratio 
indicates the f!moun_t_ of occupancy required before a 
project can meet all cash outlays associated with 
operations and debt service. Standard break-even 
occupancy ratios used, in underwriting income producing 
property range from 80 to 85 percent of gross potentia? 
iricoitte . 

BR0FER--In real estate, one who is licensed by the state 
re^.l estate commission to purchase and sell real estate 
on l:iehalf of others and earn commission income for such 

CAPITAL-Net Worth or the excess of ar.sets over 
liabilities. 



CAPITAL GAIN-The profit^ realized iron the disposition 
of property at a price higher than thL^ seller's adjusted 
basis. 

CAPITALIZATiy?? ?^^ATE-A figuter e\tn;ressed as a percentage^ 
usp^d to dete r mi nr the present val ue of a property's 
future cash flow* By dividing a propertyVs cash flow by 
thc^ capital izatior.- the present value of the property is 
measured . 
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CARRYIHG CBARGBS-fhe cost incurred in holding land 
through the development phase or until disposition can 
be made. These costs include Interest, taxes, 
maintenance charges and any stand-by assessments that 
may apply. 

CASH FiOW-ft property's annual income remaining from 
operating income after the payment of debt and real 
estate taxesi 

CASH-ON-CASS-The income received during a period, as 
compared to the amount of money used to acqui re ah 
Investment is termed cash-on-cash. It is computed by 
dividing the cash flow before tax by the investment 
outlay consisting of the down payment and investment 
costs. 

COLLATERAt-Some thing pf value pledged as a security on a 
debt obligations 

C0HMIS6LB PUND-ft pooled fund of capital contributed by 
numerous investors for the purpose of purchasing 
properties and other investments. 

CONS^£ANT PAYMENT-^ principal and interest 

payable to a mortgage lender each month or year. 

COHSTRUeTiON LdAN-ft loan, the funds for which are 
distributed to the borrower in stages correlated to the 
jprbgress of a building's construction. 

CONTRACTOR-A person or company that agrees to construct 
for either an agreed upon negotiated fee of cost plus a 
certain amount or any other financial agreement between 
owner and contractors 

DEBT SERVieE-The amount of money necessary to meet the 
jperiodic payment of principal and interest. 

DEBT SERVICE CbVERAGE RATIO-The margin between the debt 
service and the net operating income from a property. 
It is calculated by dividing net operating, income by the 
mortgage payments made during the year. Generally, the 
coverage ratio acceptable to the lender is determined by 
policy established by the particular lending institution 
based on past loan experience or comparable properties. 



DEFAULT RATIO-The default ratio measures the ability of 
an investment to cover ail of the expenses of operations 
and debt service. It is found by dividing the loan 
payments and expenses by gross income. 
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bEPRECIATIbll-ftc^^^^^ to the IRS, aepreciatibn is 

aefined as the reasonable allowance for the exhaustion 
and wear and tear of proper tyj Depreciation is a sum 
set aside each year so that at the end of a property's 
useful iife, the aggregate of che suras set aside^ 
together with salvage value, will provide an amount 
equal to the original cost. 

piSCbUNT-the difference^ in the face value of a note and 
the cash amount paid for it. The purpose of discounting 
a note is to increase the yield to the lender. 

DISPbsiTlbN-The right of a landowner to sell, lease, 
give away or otherwise dispose of landi 

BCONpHIC LIPE-The peciod, in years or months, during 
which a property i^ exp^^ted to earn net income or 
produce rental incoiD^j - 

EHIHENT bbMAIH-The right of a government to take private 
land for a necessar . public use for c^he payvnent of a 
just compensation. 

BNTREPREMEUR-A person who organizes o business venture. 

^gyiTY-The value of a property in e^tcess of any 
indebtedness. 

EQUITY PARTICIPATlblH-A lender •^s share of the benefits 
associated with private ownership. Examples of equity 
participation include the lender's sharing in the 
increases in a property's cash flow and appreciation. 

FEASIBILITY REPbRT-A St udy of proposed or existing 
property to determine potential prof Itability based on a 
thrbrbugh analysis of the markets 

FRONT-EHD FBE-Typically, the charge paid to a lender at 
the time a loan is initiated. 

GAP LOAN-A second mortga^^e loan made during the 
construction period. This type of loan fills the "gap" 
in a developer's financing need during the interval of 
time between funding of the floor amount of the loan by 
the permanent lender and the funding of the ceiling 
ambuht which is contingent upon the achievement of 
specified leasing objectives. 

GENERAL PARTNER-An individual or cor pbrat^^^ which 
is a partner in a general or lim^ited partnershif. The 
liability of the general partner in a limited 
jparthership typically may extend beyond its level of 
investment. 



GROSS INCOHE-The amount of annual income earned by a 
property prior to the deduction of any operating 
expenses, vacancy allowance, debt service and real 
estate taxes* 

HOLDBACK PROVISIOIi-ft holdback is a portion bf the 
permanent financing that is retained by the permanent 
lender for a specified period of time. This reserve has 
th|^ effect of forcing apjJlicants to make up the 
difference by inserting personal funds, adjusting rent 
schedules, or seeking interim financing. 

!NCOHE PR0PERfY-ft commercial property that generates an 
income streairti 

INITIAL MARKET RiSK-A probability that the initial 
equity capital will not be recovered. 

INTERIM LOAN-A ihort-term loan made with the expectation 
of repayment from the proceeds of another loan; often 
used to describe a construction loan. 

INTERNAL RATE OP RETORM-The internal rate of return on a 
property, also known as the property's yields correlates 
the initial investment in the property With the sum of 
the property's projected cash flow and appreciated value 
over a specified period of time. 

INVESTOR-A person who puts money or other valuables into 
a business operation as a Contributor to the 
capitalization of that business, with the expectation bf 
making a profit* A lender is not considered an ihvestbr 
because the lender's profit is not normally predicated 
upon the profits of the business venture. 

KICKER-Ah additional ^mount paid beyond the terms of an 
agreement in order to . omplete a transaction. 

LAND AegmSITieN EbAN-A loan for the purpose bf 
acquiring land. Typically, a land acquisition loan is 
secured by a first lien on the land being acquired and 
guaranteed by the developer purchasing the land. 



LEVERASE-The use of borrowed funds which have a fixed 
cost to the borrower as a pqrtion of the purchase price 
for a property with the expectation of earning a profit 
on the borrowed funds. 

LIMITED LlABlLltY-Financial responsibility limited by 
statute* ^ 
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LIMITED :PARTNER-A_ passive investor, in a limited 
partnership who does hot participate in the 
administration and mahagemeht of_ the partnership and 
Whose liabi?.ity in the veriture is limited to the amount 
of his/her investment in the vehtutei 

LlQUIDITY-The quality of an investment which allows it 
to be sold readily for cash without a cut in price* 

LOAN COMSTANT-The debt service expressed as a percentage 
of the loan amount. 

MANAGEMENT FEE-Compensat ion paid to a developer or 
management firm for services rendered in managing a real 
estate project. 

MARKET VALUE-The highest price that reasbriably can be 
expected to be paid for a piroperty at a given time. 

M0RT6AGE-A written pledge of property as collateral for 
a loah^ 

NET LSj^SB-.^ xease where a tenant pays certain operating 
and niaihtep'^nrrg expenses* 



NET WORTH-Assets minus liabilities. 

NON-RECOIIRSE LOAN-A loaji in which the borrower has no 
personal liability and the lender's only recourse in the 
event:: of a default is the asjsumption of ownership of the 
collateral security on the loan* 

OPPERING-Syndication (securities) issue for sale to 
investors 

OPERATING EXPENSE RATIO-The operating expense ratio 
measures the relationship between total operating 
expenses and effective gross income. It is found by 
dividing operating expenses by effective gross income. 
This ratio can then be compared to operating ratios 
compiled from comparable properties or from published 
industry data. 

OPTlON-ft right to buy property which is graated by the 
owner for consideration but without the obligation to 
buy. 

ORIGINATION FEE-A fee paid to a loan correspondent^ 
mortgage broker^ or lending institution to cover the 
expenses associated with loan evaluation, documentation 
and placements 

PARTNERSBIP AGREEMENf-Agreemeht between partners setting 
forth their rights and auties. 




PERNANEMT tOftN-ft loan with a term extending over most of 
the useful life of a property, 

PRESENT VftLOE-The value of an investment today computed 
by measuring the future benefits of the investment and 
converting these benefits to reflect thei r worth in 
terms of current monetary value. 

PRIME RATB-The interest rate which is generally regarded 
as the rate commerci^al banks will charge their most 
credit worthy borrowers at a particular time, based upon 
the bahR cost of funds and other market conditions at 
the time. 

PRO PORHA Sf ATEBENT-A pr oj ec ted or est i mated f i nanc i a 1 
stabeiheht of anticipatecJ^ future gross income r operating 
expenses and net j>pera ting income for a property, as 
opposed to statement of actual or current figures. 

REAL ESTATE IfiVBSTifEMT fHOST-A corporation, organized as 
a trust and exempt from federal taxation, which is set 
up to raise a pool of capital for investment in real 
property and mortgages. 

RECOURSE LOMf-A^ loan which holds the borrower personally 
liable for the payment of principal and interest 
according to the schedule stipulated in the loan 
contract. 

REFlflASeiNG^-rfhe renewal or renegotiation of an existing 
mortgage l^an on a property or the negotiation of 
additional mortgage debt either from the original lender 
or from a new lending source. 

RETHRN OH INyESTM&^ expressed as a 

percent^age^ between the amount an investor pays f or an 
asset and the income stream derived from the investment. 

RETHRN ON EQUITY-^^^^ the after debt-service 

cash flow of a property to the amount of equity invested 
in the property; also referred to as cash-on-cash 
return • 

RISK-The probability of failure or loss. 

RISK CAPITAL-The funds needed to brtrg a project concept 
to the po int where institutional Ir /^ders an j other 
investors are prepared to invest their financial 
resources to construct the project. 
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SALBS/LBASBBACK*A real estate trahsactlph in which the 
owner of a property, sells the building and the 
underlying land to an investor and then leases the land 
arid building back^ typically oh an absblcite net lease 
basis(i.e. where the tenant pays all operating expenses 
of the property) • 

SEC-The Securities and Exchange Commissibri, a U.S. 
government regulatory and enforcement agency which 
supervises investment trading activities and administers 
securities statutes. 

SECOND NORTGAGE-A mortgage placed upbri_ a prbperty 
subject to a first mortgage. The holder of the second 
mortgage is subbrd Lnate to the hblder of the first 
mortgage, or senior lender, who is entitled to receive 
debt payments from the borrower beiore those paid to the 
second mortgage. 

SECURITY-As defined by the Federal Securities Act of 
1933, a security is any note^ stock, treasury stock* 
borid debenture, evideace of indebtedness, certificate of 
interest or participation in any profit-sharing 
agreement, collate rail- trust certificate* pre- 
brgariizatiori certificate or subscr ipt ion, transferable 
share* irivestmerit cojitract* voting-trust certificate or 
certificate of deposit for a security. 

STAHDBY eOMMITMENT-A promise by a lender to "stand-by" 
to fund a mortagp Tbari if cailled upoa to do so._ Standby 
commitmerits itiosc frequently are sought by developers in 
order to obtain cbristruction financing. 

SUBCHAPTER S GORPORATION-A corporation which lor tax 
purposes cari qualify arid elect to be treated as a 
parnertship^ 

syHDICATE-Ari association of individuals^ usually in the 
form of a limited partnership organized to carry but a 
particular business activity^ 

TAKEOUT eOHMlTMEHT-An obligation by the permiinerit len^der 
to pay the Ibari grarited by a construction lender when 
coristructibri is completed 

TAX SHEtTER-ftn investment that provides tax savings or 
beriefi tSi 

YiEtD-The rate of returri which the total income from an 
irivestmerit bears to the irivestmerit^ 

ZOHING LAWS-Regulat ibris authorized urider the police 
powers of the state which prescribes the use of larid and 
the structural desigri arid use for buildirigs within 
desigriated areas 6£ the city^ 
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